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PREFACE TO FIFTH EDITION 

It is very gratifying to note that tbe last edition»of this book has been 

sold out in a year s time In preparing this new edition, the whole text along 
with the worked oat illustrations has been completely revised m accordance with 
the Indian Income Tax Amendment Act of 1947. 

At the end of each chapter a camber of test questions have been inserted 
for the use of students. 

NaxoaJgarh ) R. R. O. 

1st July 1947. \ 


PREFACE TO FOURTH EDITION 

For this edition the book has been entirely rewritten and considerably 
enlarged. It now embodies all tbe up to date amendments made in the Income 
Tax law of India. Particular care bas been taken to explain and illustrate the 
points {e. g., Indian State income) that cause confusion and difficulty to students. 

As the book is intended primarily for tbe nse of students preparing for the 
B. Com., M Com., LL.B., R A. Final & Income Tax Departmental Examinations, 
a large number of difficult questions taken from the q uesUan papers set at these 
examinations have been included as worked out examples 

It is now confidently hoped that the book will admirably meet the require* 
ments of those students who have to study Income Tax for any examination 

Nawalgarh (Jaipur) I R. R. O. 

1st May 1946- 1 
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PREFACE TO FIRST EDITION. 

Students, who study Advanced Accountancy for the B. Com. Degree 
Examination of the various Indian Universities and the Registered Accountant’s 
Final Examinations conducted by the Centra! Government under the Auditor’s 
Certificate Rules, are usually required to posses' a working knowledge of the 
Indian Income tax Law in relation to accounts 

The purpose of* writing this hook is, therefore, to place at the disposal of 
ad\anced accountancy students a summary of the Income Tax Law of India 
(as amended Dp to date) in an easily understandable form illustrated throughout 
with numerous examples Some of the intricate provisions of Law, such as those 
relating to Double Taxation Relief, with which accountancy students cannot be 
expected to be familiar, ha\ e been omitted. 

It is my pleasant duty to acknowledge with gratitude the assistance that 
I have received from the following books — The Income Tax Manual, 8th Edition , 
The Law of Income lax in India by V S Sundaram, 5th Edition ; The Income 
Tax Act by A B Aiyar , and tbe Mam Provisions of Indian Income Tax Act, 
1939 published by the Times of India Press, Bombay. 

2J C, Civil Lines, j 

AGRA. | R. R, G. 

14th January, 1941 J 
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CHAFtER 1 
INTRODUCTION. 

Income tax, as its very name implies should be a tax on income and not 
on capital , but jn India income-tax is levied not only on income but also on 
capital gams. The law does not define income, although it specifies certain 
kinds of receipts that are to be mcladed m or to be excluded from it. There- 
fore with Regard to income that is to be taxed, guidance is to be obtained 
from judicial pronouncements which in their turn are largely based on com- 
mercial usage. 

Income denotes a periodical monetary return coming in with some sort 
of regularity or expected regularity from definite sources. Capital is a fund 
and income a flow , capital is like a tree and income is in the nature of 
its fruit. 

The Act. The law of income-tax is con* a in ed in the Indian Income-tax 
Act of 1922 (as amended up to date). Income-tax was introduced m British 
India in the year I860. The Income-Tax Act of 1922 extends to the whole of 
British India, including British Baluchistan and the Sonihal Parganas and 
applies also, within the Indian States, to British subjects in those states, who 
arc m the service of Governmen’ or of a local authority. 

The Act relates both to income-tax and super-tax. It deals merely with 
the basis, the methods, and the machinery of assessment. It docs not contain 
a schedule of rates at which tax is to tc charged. These rates of tax are 
determined by the Finance Act which is passed annually by the Central 
Legislature in the month of March. 

Tax is levied for each financial year on the income of the previous year, 
which is both the basis and measure of taxation. Hence no asscs»ment is 
made m the first year in which a business is started , but the first assessment 
is made, after-thc close of the assessee’s first accounting period, on the profits 
of that period. 


Definitions. 

Section 2 defines a number of terms used m the Act, and the following 
are the principal definitions : — 

I. Agricultural Income. This is income derived from land which is 
(i) used for agricultural purposes, and is (u) either assessed to land revenue 
in British India or is subject to a local rate assessed and collected by an 
authority in British Icdia. Any income from land which does not satisfy 
these two conditions is no* agricultural income. The following arc examples 
of agricultural and non-agncultural income: — 

Income which Is agricultural. Income received by a land owner from 
the sale of timber or leaf grown on his own land. Land revenue assigned to 
a jagirdar. Interest on arrears of rent of land used for agricultural purposes 
unless the arrears are secured by a bond and are, therefore, recoverable by a 
Civil suit. Income derived from pasmrage. 

Income which Is non-agricultural. Profits from contracts taken for the 
cutting down and selling of timber. Nazars paid by tenants of agricultural 
holdings at the beginmng.of the zatmndan year. Nazars for petitions pre- 
sented to the zammdars for dealing with questions of succession, settlement 
and partition. The profits of sugar factories and tea factories. Income 
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derived from the manufacture of salt. Interest on pro-notes and bonds 
executed for arrears of rent. Income from markets, fisheries and ferries. 
Income from supply of water for irrigation purposes. Income from stone 
quarries. Income from royalty from a colliery. Income derived from the 
working of brick kilns or brjck fields. Rent from land used for potteries. 

Income which is partly agricultural and partly non agricultural. 

(a) Income derived from the sale of tea grown and manufactured by the 
seller in British ladia is computed as if it were income derived from business, 
but only 40 per cent, of such income i? deemed to be income liable to tax : that 
is 60 per cent, of such income is treated as agricultural income. # 

But in computing such income an allowance is to be made in respect of 
the cost of planting bushes in replacement of those that have died or become 
permanently useless in an area already planted,’ and also m respect of the 
upkeep ol extensions of the estate which are not in bearing. No capital ex- 
penditure in connection with such extensions is, however, admissible, 

(b) Income derived in part from agncolture and in part from business, 
such as in the case of a sugar mill company owning its own agricultural 
larm. In such a case m determining that pan which is chargeable to income- 
tax under the head "Business,” the market value of any agricultural produce 
which has been raised by the as essee or received by him as rent m kind and 
which has been utilised as raw material in such business or the sale receipts 
of which arc included in the accounts of the business shall be deducted, and 
no Inrther deduction shall be made in respect of any expenditure incurred by 
the asscssce as a cultivator or receiver of rent in kind. 

For this purpose the 'market value’ means other (a) where the agri- 
cultural produce is sold in the market, the value calcula'ed according to the 
average price at which it has been so sold during the year previous to that in 
which the assessment is made : or (6) where the agricultural produce is not 
ordinarily sold in the market in its raw state, the cost of production plus a 
reasonable rate of profit as determined by the I. T. O. 

2, Assessee. — An asscssce is a person by whom tax is payable. The 
executor, administrator ot other legal representative of a deceased person is 
treated for the purpose of an assessment on the income of such deceased per- 
son as an assessee. If any person who is required to deduct tax docs not 
deduct it, or after deducting it fails to pay it to Government, then he is deemed 
to be an as«essee m dafault in respect of such tax. 

3. Dividend. — This term includes . — 

(a) Any distribution by a company of accumulated profits, whether capi- 
talised or not, i f such distribution entails th** release by the company to its 
shareholders of all or any part of the assets of the company. 

The undistributed profits of a company may b. distributed to the share 
holders in any ol the following ways : — (i) in cash or in the shape of some 
other assets , (it) in the shape of bonus shares of the company , (m) m the 
shape of shares or debentures of another company , (iv) in the shape of deposit 
certificates or deferred dividend warrants. 

0) In tins case thvre is no doubt that it is a distribution of profits 
entailing a release of the assets of the company, and such distri- 
buaon would clearly be a dividend. 

(»} When bonus shares are issued, there is no release of the company’s 
assets. Hence they are not liable to taxation in the hands of the 
shareholders, until they are actually paid off by the company— 
during its life-time or ta liquidation. 
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(m) Profit distributed m the shape of shares or debentures of another 
company are included ia the term dividend and are liable to 
taxation m the hands of the shareholders, because there is a release 
of the assets of the company, u e., distribution of the company’s 
investments. 

(ivj The distribu ion of profits bv inning deposit certificates or deferred 
dividend warrants is included m dividend and is taxable in the 
hards cf the shareholders, because these arc in the nature of 
debentures and are covered by revenue profits. 

(&) Bonos debentures if they arc covered by accumulated profits m the 
hands of the company. 

(c) ^ny distribution made to the shareholders of a company out cf accu- 
mulated profits of the company cn its liquidation, if such profits arose within 
six years of the liquidation. But a distribution made out of profits earned 
during the liquidation is a capital receipt in the hands of a shareholder and is 
therefore not taxable. 

(j) A distribution on redaction of capital to the extent of accumulated 
profits which arose after the previous year preceding 1st April 1933, the 
object of this being to prevent distribution cf profits m the guise of reduction 
of capital m order to avoid tax. 

Notes, (i) The (c) and (d) do not apply to the holders of preference 
shares w hich have been issued for fall cash consideration, and which are not 
entitled in the cut' of liquidation to participle m the surplus assets of the 
company. 

(2) The term ‘accumulated profits* wherever it occurs above does not 
include capital gams of any previous year prior to the previous year for the 
assessment year 19474?. 

4. Income. Section 2 (6C) does not define income, but widens the 
accepted meaning of the term so as to include m it the following receipts 
which cannot «tnctly be called income : — 

(a) Anything falling within the definition of dividend , 

(5) A lump sum received by an employee for pa«t services or from an 
unrect-gm«ed prowient fund, which U deemed to be partofhis 
salary ; 

(c) A profit on the sale of plant, machinery or fnrmture ; 

(j) Any capital gains chargeable to tax under section 12B ; and 

(c) The profit of a mutual insurance association. 

5. Person. — V person includes any company, association of individuals 
whether incorporated or not, Hindu undivided family and a local authority. 

6. Previous year.— As already stated tax is payable by an assessee in 

respect of hts total income of the ‘previous year* , therefore the definition of 
this term is very important. The provision-- of the law regarding this term 
are*— = 

(1) The prc\ ions year means the twelve months enarng on the 31st day 
of March uamedia'clv preceding the financial year for which the assessment 
is to be tnade. 

(2) But where the accounts of an assessee have been made up to a date 
within the *=aid twelve mcndis iu respect of a year ending on any da*e other 
than the 31«t March, the assc<see can adopt that uccoun mg year as hi« pre\ iou« 
year, c. g., Dtwali year, Dasehru year, Samvnt year, etc. 
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(3) An assessee is allowed to have separate previous year for each 
separate source of income. Separate businesses are treated as separate sources 
of income. 

(4) In the case of a new business, the prcv ious year is the period from 
the date of the setting up of the business to the 31st March next following, or, 
at the option of the assessee, to his accounting date. 

(5) The previous year of a partner in respect of his share of the firm's 
income is the same as the previous year of the firm. 

(6) When the assessee has once adopted a particular accounting year as 
his previous year in respect of a certain source of income, he cannot change 
it except with the consent of the I. T. O. and on such conditions as the latter 
may impose. 

The Central Board of Re\ enue has authorised the Commissioner of 
Income Tax in each province to determine as the "previous year" in the case 
of any assessee 

(a) a commercial year which may consist of more or less than 12 
months, provided that no commercial year which extended to less than 11 
months or more than 13 calendar months in any one y ear shall be so deter- 
mined , and 

(b) a commercial year terminating after the end of the previous financial 
year, provided that no commercial year terminating later than one month after 
the end of the previous financial year shall be so determined. 

Special provision is made for the case of a business, profession or voca 
tion newly set up in the financial year preceding the yesr for which the 
assessment is to be made. In such a case the previous year is the period 
from the date of the setting up of the business to 31st March next following, or 
if the accounts of the a=sessec are made up to some other date than the 31st 
March, then at the option of the assessee the period from the date of the 
setting up of the business to this other date. If, however this other date 
does not fall between the setting up of the business and the next following 
31st March, it will be deemed that there is no previous year. Thus if a 
business is set up on 31st June 1946 and the accounts are made up to the 31st 
May 1947, the assessee can elect to have the year ended 31st May as his 
previous year, and in such circumstances there u ill be no previous year for 
the 1947 48 assessment year, the profits for the year ended 3lst May 1947 
being assessed in the 1948-49 assessment year. 

Exceptions. The follow mg are the exceptions to the rule that tax is 
charged on the income of the previous year , that is to say, in these cases the 
income of a year may be assessed to tax in the same year : — 

(«) Section 24A when a person is likely to leave British India for good. 

(6) Section 25 when a business, profession or vocation is discontinued. 

(c) Section 44A and 44B in respect of the income of certain classes of 
shipping. 


Income-Tax Authorities, 

The various authorities entrusted with the work of administering the law 
of income-tax in India are as follows — 

1. Central Board o! Revenue This Board consists of two members and 
is appointed by the Central Government to control government revenue from 
income-tax super tax, excise, caste ms, etc. One member of the Board js in 
charge of the income tax department for the whole of British India. He is 
the head of that department , and it is on his recommendation that the Central 
Government makes the appointments of Commissioners, Assistant Commis- 
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stoners and Income-Tax Officers. The Board cannot, however, interfere with 
the appellate functions of Appellate Assistant Commissioners of Income-Tax. 

2. Commissioner of Income Tax. The head of the Income-Tax 
Department of a province or other area en'rusted to him is the Commissioner 
of Income-Tax, who is appointed by the Central Gov eminent. The specific 
powers conferred open the Commissioner in regard to income-tax | roceedings 
arc given in the vanons sections of die Income-Tax Act. He has the general 
control of the income-tax admimstra ion indie area nndcr his charge 

3. Appellate Assistant Commissioner of Income-Tax. He is under the 
direct control of the Central Board of Revenue and his function is to hear 
appeals from die orders ot the Income-Tax Officers. 

4. Inspecting Assistant Commissioner of Income Tax. He is nnder the 
control of the Commissioner and hts function is to supervise the werk of the 
Income-Tax Officers tn his jurisdiction In certain cases his permission is 
necessary before an Income Tax Officer can impose a penalty on or start a 
prosecution of an assessce. 

5. Income Tax Olficer. He is the actual assessor. He makes the 
assessment, demands the ax from the assessee, and recovers it from him 
When an Income-Tax Officer is promoted as Appella e Assistant Commts 
sioncr, he cannot hear appeals against his own order as I T. O which are 
dealt with by another Appellate \ssistant Commissioner 

6 Appellate Tribunal. Tins is the highest appellate authon'y which 
began to function from 25Ji January 1941 The Tribunal is appom cd by the 
Central Government , and it consists of an equal number of judicial xAembers 
and accountant members, the total being not more than ten m all. A judicial 
member is to be the presided of die Tribunal. Each Bench of the Tribunal 
consists of two members, one of whom is a lawyer and die otheran accountant. 
Each Bench hears appeal-, in a different part of the country. In the case of 
important appeals, and also where two members of a bench disagree between 
dicm-eh es, a Bench oJ three members is forrmd by die president of the 
Tribunal The Tribunal s order on questions ot fact is final If, however, 
the assessee disagrees with the Tribunal's decision on questions of law, 
he can ask the Tribunal to refer die said question to the High Court. 

Test Questions. 

1 Explain clearly the meaning of the term 'Dividend' as defined in the 
Indian Income-Tax Act (Agra JJ Com. 19 P) 

2. What do you undersand by the term ‘Income’ ? Would the divi 
dend of a company distributed in the form of a fnllp paid share be treated as 

(j£r» Z.L. ii 1917). 

3 Under section 3 of the Indian Income Tax Act, the assessment for 
v any year is to be made on the income, profits and gams of the previous year. 

“\re then. an> exceptions to this rule ? If so, what ? (Agra &1. Com 194 6) 

4 Explain fully the term 'Previous Year’. 

5. A person set up a new business on 1st \ugust 1945 Up to the time 
of assessmen he had not made up his accounts. 

If his assessment were taken up m June 1945 and he urged that he would 
dose his account for the first year on 31st July, would you concede his request 
and, if so, why ? 

If his assessment were taken up m September 1946 and he urged that he 
wan ed to adopt the year ending 31st July 1946 as his previous year, would yi u 
concede his reques*, and, if so, vrhylflncomt Tax Departmental Exam 1940). 



CHAPTER 2 

RESIDENCE AS AFFECTING LIABILITY TO TAX. 

Since the liability of a person to tax is determined by reference to his 
residence, the question of assessees' residence is an important one. With 
regard to residence assessees are divided into three distinct classes » — (a) 
Persons not resident in British India , (6) Persons resident but not ord manly 
resident in British India , and (e) Persons resident and ordinarily resident m 
British India Each of these three classes is chargeable to tax on different 
basis, and these classes are defined as follows 
f. Individuals. 

An individual falls outside the first class, that is to say, he is classed as 
resident in British India if he 

(i) is in British India for one hundred and eighty two days or more 
during the year , or 

(,i) maintains a dwelling house in British India for one hundred and 
eightytwo days or more, and is m British India during the year 
any period however short , or 

(m) is in British India for any time, however short, during the year 
(other than on a casual visit) and has been in British India for 
periods amounting in all to 365 days or more in the four preceding 
years , or 

( tv ) is in British India for any time in that year and the I. T. O. is 
satisfied that such individual having arrived in British India 
during that year is likely to remain ui British India for not less 
than three years from the date of hi c arrival 

Therefore if an individual does not satisfy any of these four conditions 
he is a non resident . But if he is resident by reason of any of these conditions 
applying to him, he is classed as resident but not ordinarily resident unless 
be satisfies both of the following two further conditions, which would make 
him resident and ordinarily resident 

(i) That he has been resident (as defined above) m at least 9 out of 
the JO preceding years and 

(u) That he has been in British India for periods amounting m all to 
more than two yeais during the 7 preceding years. 

2. Companies, firms and Hindu undivided families. 

A company is resident in British India if the control and management 
of its affairs is wl oily in British India or if more than half its income (cx 
elusive of any taxable capi al gams) arises m British India. It is ordinarily 
resident where it is resident. 

For the purpose of comparing the two incomes it is only the income that 
actually arises in either j lace that is required to be taken into account and 
not any income which may be received or be deemed to arise. If an income 
is received in British India from loreign parts or vice versa, such income 
shall m the calculation have to be regarded as arising in the place of its origin 
and shall have lo be excluded from the computation of income in the country 
of its receipt. Next the whole of the income in British India including 
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agricultural income and any other income which may be exempt from tax has 
to be taken into account, in determining whether more than half of the income 
of the company arose in British India. 

A Hinda undivided family is resident m British India unless the control 
and management of its affairs is situated wholly without British India. It is 
ordinarily resident »u British India if its manager is ordinarily resident 
here. 

A firm or other association of persons is resident in British India unless 
the control and macagemen’ of its affairs is situated wholly without British 
India. Also it is ordinarily resident in British India, if it is resident here. 

Illustrations. 

1 . A person after about 25 years m British India retired to England in 
April 1937 and returned to British India in February 1940 to take up a salaried 
appointment. 

In 1939-40 he was not here for 182 days nor did he have a house here. 
But during the four preceding vears (1935-35 to 1938-39) he was here for 
more than 355 days and he did not come back on casual visit. So he is a 
resident for 1939-40. 

Again he is resident for nine out of the preceding ten years (1929-30 to 
1938-39) and he was also here for more than two years during the preceding 
seven years (1932-33 to 1938-39 ) 

Therefore for 1939-40 be is resident and ordinarily resident. 

2. With reference to the above illustration suppose that he retired to 
England m March 1937 instead of in April 1937, other facts being the same 

For 1939-40 he would be resident bnt not ordinarily resident, because he 
is not resident for nine out of the ten preceding years. This shows how 
significant a month April is. 

Note In order to determine the residence of m indiviJual for any year. Ins 
comings and goings for the leu preceding years must be known. If he is non 
resident lor two > ears he cannot be resident aud ordinarily resident because a 
little lamp of non residence leaves a big lump ol residence. 

3. A Sindhi merchant, trading in East Africa, has no ancestral home in 
British India, but he visits British India for about two months every two or 
three years. 

He is a non-resident. 

4. An Indian merchant trading in Africa maintains an ancestral home 
in British India, but he vis ts regularly for about two months each year. 

He is resident but not ordinarily resident, because he has not during 
the preceding seven years been in British India for more than two years. 

5. B came to British India six years ago, and three years ago he went 
to England on leave for 4 months. 

He is resident bnt not ordinarily resident, because he has not been 
resident for 9 out of the preceding 1U years. 

6. An European member of the L C. S. first came to British India 15 
years ago and three years ago he spent 15 months’ leave out of India. 

« He is resident and ordinarily resident. 

7. An Indian who maintains an ancestral home in British India is 
employed by an Indian State Government. He visits his home m British 
India for about two months every year. 

He is a resident but not grdmanly resident. 
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8. A British trader who has been in British India for twenty years 
goes home to the U. K. for five months every year during the hot weather. 

He is resident and ordinarily resident. 

Incidence of Taxation 

1. A nonresident is chargeable on all income accruing, arising or 
received m British India : but he is not liable to pay tax on his income arising 
outside British rndia, whether or not he remits it to British India. But if fie 
remits it to his wife resident in British India she would be taxable on the 
amount so received by her. 

2. A person resident but not ordinarily resident pays tax on (t) all 
income accruing, arising or received in British India, («) any income arising 
without British India if it is brought into British India, and («,,) any unremitted 
foreign income (in excess of Rs. 4,500) arising from a business~ControIIed in 
cr a profession set up m India including Indian States (except any income 
accruing or arising in an Indian State which is to be included in total income 
for purposes of determining the average rate of tax, bat is other-wise 
exempt). 

3. A person resident and ordinarily resident has to pay tax on (t) all 
income accruing, arising or received in British India, (n) any income arising 
without British India if it is brought into British India, and („*) all unremitted 
foreign income in excess, of Rs. 4,500 (except any income accruing or arising 
in an Indian State which is to be included in total income for purposes of 
determining the average rate of tax, but is otherwise exempt). 

Under an important proviso in this section a sum of Rs. 4,500 is to be 
deducted from the income arising abroad in the previous year, but not brought 
into British India. The proviso is applicable to persons resident in British 
India whether they are ordinarily resident or not. It should be noted that income 
from agriculture arising or accruing outside British India is not exempt from 
tax but such income accruing or arising m an Indian State is liable only if it 
is received or brought into British India by or on behalf of the assessee who is 
resident. In the case of a person who is also ordinarily resident it is to be 
included in his total income, but is otherwise exempt. In the case of a person 
not resident in British India it is to be included in his 'total world income’. 

Illustration, 

Suppose an assessee's income for the previous year consisted of the 
following : — 

(«) Rs. 10000 earned in British India, 

{b) Rs. 12,000 earned in Iran from property and investments, of which 

Rs. 5 000 was remitted to British India , 

(c) Rs. 9,000 earned m Africa from a profession controlled in India, 

of which Rs. 4,000 was brought into Briush India; and 

(d) Rs. 9,000 earned from salaty in Jaipur State, of which Rs. 3,000 

was brought into British India. 

On how much income will he be required to pay tax, if he is (a) on 
ordinary residen’, (6) a resident not ordinarily resident, and ( c ) anon resident? 

’Jig 31 , restdent ' he Wl11 P a y Ux on Rs - 29,500 at the rates 
applicable to Rs. 35,500, thus : 
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Rs. 

British Indian income 10,000 

Remitted foreign income « 12,000 

Unrenntted foreign income earned in Iran 

and Africa in excess of Rs. 4 500 . 7,500 

Unremitted Indian State income (included 

for rate purposes) » 6,000 

Total Income 35 500 


(ft) As a resident not ordinarily resident, he will pay 

thus 

British Indian income 
Remitted foreign income 
Unremitted African income arising from 
a profession controlled from India in 
excess of Rs 4 500 


Total Income 22,500 


(c) As a non resident, he will pay tax on his British Indian income, 
namely, Rs. 10 000. 

Status for each year and for each source of Income. The residential 
qualification of an assesses is one to be determined each year with reference 
to the prevtoas year. The assessee’s qualification may change from year 
to year In one year he may be a resident , in the next year, non resident. 
What is material is his status during the previous year, and not during the 
tax year. 

As already stated in Chap er 1, an assessee is entitled to have separate 
previous years in respect of each of his sources of income. Therefore the 
status of an assessee in the assessment for one and the same tax year may 
vary with reference to his several sources of income 

For example, the previous year of an assessee is the year ending 30th 
September for his cotton ginning factory, and it is the calendar year for his 
money lending business, both businesses being in British India. If he came 
for the first time to British India on 1st Jane 1946 and went back to hts home 
in an Indian State on 31st January 1947, then, for the 1947-48 assessment 
year, he is a non resident for his cotton ginning factory income and a resident 
not ordinarily resident for his money lending business. 

Test Questions. 

1. The Indian Income Tax Act has divided the tax payers into three 

distinct categories, viz. — 'er) resident and ordinarily resident in British India, 
(b) resident but not ordinarily resident m British India, and (c) not resident 
in British India. Explain folly the basis of determining the above in the 
case of an individual, firm, Hindu undivided family and company, and point 
out the difference in their tax liability. (Agra HI. Com. 1945), 

2. What is the difference between the conditions governing the residence 
of a firm and that of a company ? 

3. A branch manager of a company having its head office in Calcutta 
was transferred in August 1937 from Rangoon to Calcutta. At the time of 


tax on Rs. 22,500, 
Rs. 

10.000 
12 000 


500 
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his assessment for 194041 he stated before the I. T. O. that he was in Calcutta 
from 1926-2? to 1933-34 (both years inclusive) and from 1st April 1934 up 
to the time of his transfer he was in Rangoon. 

He had an income of Rs. 5,000 from property and Rs. 10,000 from 
interest on deposits in Rangoon which was not received m British India and 
was therefore claimed to be not taxable. The I. T. O, accordingly assessed 
him on salary only actually received for ten months of the previous year. 
Was the assessment correct i If not, give your reasons. 

4. What is the difference between a resident and a non-resident as 
regards the incidence of taxation ? 

5. A firm resident in British India obtained a lease of agricultural 

land in an Indian State and brought its produce to British India whwc it was 
sold in its raw state. It is claimed that the profit arising from the sale is not 
taxable, because (l) tt is agricultural income, and (u' it actually arose in the 
State where the cultivation was done. State how you would deal with the 
case and give reasons for your answer. (Agra M . Com. 1947). 

6. A Hindu undivided family had no business in British India but 

lor the education of his children the karta of the family had been maintaining 
a house in British India since 1930. He dies in 194 i and for one year no 
member of the family resided in British India. In 1944 the then karta of the 
family came to British India and started some business. What would be the 
status of the family for 1946-47 assessment and why ? If the only other 
income of the family were agricultural income of Rs. 8,000 in an Indian State 
which is not brought into British India, how would this income affect the 
assessment ? ( Income-Tax Departmental Exam 1946 f 



CHAPTER 3. 


EXEMPTIONS. 

( 1 > 

Incomes exempt from tax ( both Income-tax and supertax ) and not to 
be included In the total income. 

1. Income of property held under trust or legal obligation for religious or 
charitable purposes If the property is held wholly for religions or charitable 
purposes ihe whole income is exempt ; but where the property is held in trust 
m part only for a religious or charitable purpose, the exemption can be 
claimed only in respect of so modi income a» has been either actually applied 
or finally set apart for *uch purpose. 

'Property' may include securities, a business or a share in a business ; 
'other legal obligation* includes Moslem wakfs and Hindu endowments ; and 
'charitable purpose* is defined to include relief of the poor, education, medical 
relief, and the advancement of any other object of general public utility. 

2. Income from business carried on by a charitable or religious trusts 
The income derived from business earned on on behalf of a religious or 
charitable institution is exempt when it is applied solely to the purposes of 
the institution and either the business is carried on in the course of the carrying 
out of a primary purpose of the institution or the work in connection with the 
business is mainly carried on by beneficiaries. Thus an orphanage would be 
exempt in respect of the business of selling products made by the inmates of 
the institution ; but if a religious body decided to augment its income by 
carrying on a regular trade m die open market in coriSpctltToft with ordinary 
traders its profits from such business would be taxable. 

3. Voluntary contributions reccned by a charity. The income of a 
religious or charitable institution derived from voluntary contributions is 
exempt if it is applicable to religious or charitable purposes. 

NOTh — These three exemptions granted to religious and charitable bodies 
are restricted to those charities which are for the benefit of the public- A private 
religious trust is not exempt, and in the case of one which is partly private and 
partly public only that p irt of the income, which can be said to enure to the 
benefit of the public, is exempted. 

4. Income of heal authorities. Cut the profits made by a local authority 
iVimr uK°au^Tpy , oi f ctmrmuuii.\uv'oi'An'viafs'ouii-iab- i\V junvu'icrtuinri 1 *nwc avtr 
taxable. 

5- Interest on securities held by an official or semi-official provident 
fund. This exemption applies only to provident funds to which the Indian 
Provident Funds Act of 1923 applies and the term securities includes all 
trustee securities. Any capital gams arising from the sale, exchange or 
transfer of such securities are also exempt. 

6. Capital sums rccened in commutation of pension, consolidated 
compensation for death or injuries, etc » This clause was deleted by the 
Amendment Act of 19.19, as being unnecessary. But thCfe - is a clear 
pronouncement of the Judicial Committee that these kmds of receipts cannot 
be treated as income in any scheme of taxation. 

\ II 
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The 'injuries' referred to are only personal injuries and not injuries to 
proprietory or contractual rights Though commutation of pension is exempt, 
gratuities in lieu of pension are taxable, 

7. Special allowance to meet expenses of the duties of an office or 
employment. Two conditions have to be satisfied before this exemption can 
apply s ( 1 ) The expenses incurred by the employee must be wholly and 
necessarily incurred m the performance of his duties as an employee, and 
(n) the allowance or perquisite must have been granted by the employer with 
the said purpose of meeting the extra expense thus caused to the employee, 
c. g., travelling allowance. 

8b Casual income This is an important class of income which js to be 
excluded in computing the total income of anassessee. In order to be exempt 
the income must comply with three conditions . (i) It does not arise from 

business, profession, vocation or employment (u) it is of a casual and non 
recurring nature , and (m) it is not a capital gam chargeable to tax under 
section 12 B All these conditions must be fulfilled. It is important to note 
that certain receipts may be isolated and yet may not be of casual and non 
recurring nature. The following are examples — 


( 1 ) A purchases a house with a view to reselling it at a profit. His 
profit from this transaction is taxable, although it is an isolated 
one. 

( 2 ) B purchases a house for his own residence and later on sells it at 
a profit. His profit is also taxable. 

( 3 J A wins a prize in a lottery This income is not taxable. 

(4) B is a book maker. His profit from betting is taxable. 

(5) C is a professional beggar. His income from men dicancy is 

taxable. ' " ' — - 


( 6 ) D makes a practice of speculating in shares. His profit therefrom 
is taxable. 


(7) A writes a book. His income from this source is taxable. 

( 8 ) Lump sum legacies are exempt, but annuities granted under a 
will arc taxable. 


( 9 ) A sum paid to a merchant who acted as an arbitrator in a dispute 
among the heirs of a Nawab regarding the division of the estate 
is a casual receip and not taxable 

(10) A lawyer advanced a sum of money without any expectation of 

making a profit to oblige a client and the client agreed to pay 
25' v ot the profits which may accrue to him from certain mining 
rights purchased by him -with the help of the money. The sum 
received by him is not taxable 

(11) Fees from casual journalistic efforts are not taxable bnt fees for 

setting examination papers in'his own subject paid to a Professor 
are taxable 


(12) The yield from Treasury Bills issued at a discount and redeemed 
at par af*er four or five months is liable to tax 


9. Agricultural income. But income arising from agriculture outside 
British India is not exempt 

10. Income of a recognised provident fund. Under this head the 
income (including any capital gams arising from the sale, exchange or transfer 
ot capital assets) received by trustees of a recognised provident fund is 
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11. Any income chargeable under tl e head 'Income front properly in 
respect of a building die erection of which is begun and completed between 
the 1st day of April 1946 and the 31>tda} of March 1948 (both days inclusive), 
for a period of two years from the date of such erection. This pronston 
applies to buildings which are not used by the owner for the purposes of his 
business. 

12. Share oj income from a Hind t undivided family • Under section 
14 (1) this is to be ignored in assessing the individual members of the family 
in respect of their separate income, provided it is received out of the income 
of the family 

13. Income of an approved superannuation fund The income of 
r uch a fund (including any capital gains arising from cap tal assets) is exempt 
under section 53 R. 

14 The yield of post office cash certificates and national savings 
certificates 

15 The interest on post office savings bank deposits 

16 The salary and allowance paid by a State in India during the 
period of deputation to any persons deputed by the S-ate for training m Bn ish 
India. 

17. The pensions paid in the United Kingdom or in a Colony to officers 
of local authorities or employees of companies or of private employers, such 
officers or employees being resident out of India 

01 ) 

Incomes Included In total Income but exempt from both Income tax and 
super tax. 

1 Income accruing in an Indian S-atc unless it is received or brought 
into British India or unless it is taxable under section 12 B as a capital gam 
or unless it is taxable under section 42 by rca on of business connection in 
Lutish India — section 14 (2) (c) 

2. The profits of any Co-operative Society other than the Samkatta 
Sahowners’ Society in the Bombay Presidency for the time being registered 
under the Co-operative Societies Act 1912, the Bombay Cooperative Societies 
Act, 1925 or the Madras Co-operative Societies Act, 1932 or the dividends 
or other payments received by the members of any such Society out of such 
profits. 

The profit should not however include any income from securities 
properties, shares and other sources of income referred to in section 12 of 
the Act 


(HD 

Incomes exempt from Income-tax and not from super fax but to be 
Included In total Income 

“1 Sums deducted by Government from the salary of a government 
servant for securing to him a deferred annuity or for making provision for 
Ins wile or children, not exceeding one sixth ot his salary-second piovi«o to 
'ect on 7 (1) , 

2 Interest from tax free government securities— second and third pro- 
v isoes to section 8, 

3 Share of prof ts from an unrcgis*ered firm or other association of 
persons on which tax has already been paid by the firm or the association as 
the case may be— section 14 (2) (a) and (b) 
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Note: — A non-resident partner's share of profits from a registered firm, 
which share is taxed in the hands of the firm under the second proviso to 
section 23 (5) (a), is also to be treated m the same way in connection wnh the 
assessment of the non resident partner. » 

*4. Premium for insurance on the life of the assessee or on the life 
of his wife or her husband (or in the case of a Hindu undivided family, on 
the life of any male member or hjs wife) provided the annual premium docs 
not exceed ten percent of the sum insured exclusive of any bonus additions— 
section 15 (1). 

*5. Contribution made by an employee to a provident fund to which 
the Indian Provident Funds Act of 1925 applies — section 15 (1). 

*6. Contributions to recognised provident fund (made by both the 
employee and the employer) provided the amount is not more than one sir// 
of the employee's salary for the year or Rs. 6 000 whichever is lcss-scction 
58F (1). The salary for the year means salary as such but not including any 
other benefit which are included m tli taxable income from salary, e, g., 
the money value of a rent free house 

7. Interest credited on the accumulated balance of an employee in a 
recognised provioent fund, provided it does not exceed one third of the 
employee’s salary for the year and the prescribed rate of interest (which is at 
present 6 per cent per annum) — section 58F (2). 

1 '8. Contribution made by an employee to an approved superannuation 
fund — section 58R. 

9. Sums received by an assessee on account of salary, bonus, commis* 
j sion or other remuneration for services rendered, or in lieu of interest on 

money advanced, to a person for the purposes of his business. 

Where such sums have been paid out of, or determined with reference 
jto, the profits of such business, 

l and by reason of such mode of payment or determination, have not 
' been allowed as a deduction but have been included in the profits of the 
business on which income tax has been assessed and charged under the head 
'business'. 

Provided that such sums shall not be exempt from the payment of super- 
tax unless they arc paid to the asstssee by a peison other than a company and 
have already been assessed to super tax. 

10. Such part of the profits or gains of a firm which has discontinued 
its business, profession or vocation as is proportionate ‘o the share of an 
assessee in the firm at the time of such discontinuance, if income tax has at 
any time been charged on such business, profession or vocation under the 
Indian Income-tax Act of 191S, or if an assessment ha-> been made on the 
firm in respect of such profits or gams under section 25(1) of the Indian 
Lo/oicne. tax. 1st, 1022* 

Note — The items marked with an asterisk should not exceed, in the 
case of an individual, one sixth of his total income or Rs. 6,000 whichever 
is less, and in the case of a Hindu undivided family, one sixt h of its total 
m-ome or Rs. 12,000 whichever is less And for this purpose the total income 
of a member of a recognised provident fund should include only his own 
contribution to the fund (but not his employer’s contribution or intcre«t ) — ude 
the proviso to section 58 E. 

(IV) 

Incomes exempt from super-tax, but not from income-tax. So much 
of the income of any Investment Trust Company as is derived from dividends 
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paid by any ether company which has paid or will pay super -tax in re'peci 
o( the profits out of which such dividends are paid. 

For this purpose an inves tment tru^t company means - — 

(i) a company having for its principal business the acquisition and 
holding of investments in the stocks, shares, bonds, debentures 
or debenture stocks, of other coapan.es or in securities issued 
by public authorities, 

(u) it is not a company formed for the purpose of, or engaged in, 
acquiring or exercising control over any other company or 
group of companies or enabling any ether persons to acquire or 
exercise «neh control, 

( 111 ) it is a company deemed under clause (b) of the Explanation to 
«ub-seoion ( 1 ) of section 23 \ of the said Act, to be a company 
in which the public are substantially interested. 

Test Questions. 

3. The Indian Income-Tax Act confers absolute exemption m respect 
of certain incomes -while some incomes arc included in the total income for 
de-emmnng the rate only. 

Explain these provisions fully. (Agra ’I Com. 394/). 

2. lVbaf conditions should casual and non recurring receipts satisfy m 
oraer to be exempt from tax. Sane briefly your reasons why the casual 
income should or should cot be assessed in the following ca«es : — 

(а) A member of a Provincial Legislature receives Rs. 25,000 from 

a body tor helping in the promotion of legislation benefcialto 
that body; 

(б) In appreciation of hiswork for A, a lawyer receives an ex-gratia 

payment of Rs. 5.000 from B for whom he never acted as 
attorney m any mazer. 

3. Is there any income that is exempt from both income-tax and super 
tax, but which is included m the toal income of an assessce for determ ining 
the ra'e of tax applicable to him ? 



CHAPTER 4. 
FOREIGN INCOME 


The foreign income of an assessec may be income earned m an Indian 
S ate or in countries outside India. 

(,r) Indian Stale Income, 

Section 14 (2) (c) exempts income accruing and arising in an Indian 
S.a.e , and the exempt on is applicable only in cases where the income bo. 
tor the exempt on would be included in the total income. In the ca^e of a 
non re* dea\ smce the income accruing or arising without Bnn«h India does 
not form part of his total income {.hough i does form part of h s total world 
income) the exemption has no application. In the case of a person ordinarily 
resident x* applies in re- pec: of all income accruing or arising in a S.a’t bu* 
not re nutted to Bn’ish India , and 10 the ca«e of a person resident but no‘ 
ordinarily re^dent s* would apply only to the income from a business con- 
trolled in cr a profession set np in India. 

The exemption does no- affect the deduction of Rs. 4,500 under the 
third pto\ vso to section 4 (11, which will be allowed so as to secure t hat any 
other income accruing or arising without British India, which would other- 
iris* be chargeable, is first absorbed. In other words die statutory allowance 
of Rs. 4,509 wdl firs; be made on* of die unremitted foreign income earned in 
places oih°r than Icdian 5 -ales and then on of the unremitted foreign income 
earned in Indian S-ates. 

The income so exempted is included in the total income for determining 
the average nue of income-tax and supercax chargeable on the remaining 
income. 

Whenever any Indian Sta.e income, whnh has already once been taken 
in.n accoun. for ra.e purposes, is broagh. cr received m_o Bnti'h India in any- 
subsequent year, that income as well as any other taxable income of that year 
are to be taxed a. ihe ra.es applicable either to ihe uxal income minus the 
reminance or to the remitt anc e itself whichever aLernative produces the 
greater tax. 
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Assessment for 1943-44. 

Income in British India ... 

Income m Africa (m excess of Rs. 4,500) 

Unrcmitted income of Indian State 

Total Income 


Rs. 

25,000 

5,500 

25,000 

551500 


Here tax will be payable on Rs. 30,500 at the rates applicable to the total 
income ot Rs. 55,500. 


Assessment lor 194445. 

Income in British India 

Remitted income of Indian State (already included in 
1943-44 assessment for rate purposes) 

Unremittcd income of Indian State (m excess of 
R=. 4,500) 

Total Income 


Rs. 

20.000 

25,003 

10.500 

55.500 


Here tax will be levied on Rs. 45,000 at the rates applicable to Rs 30,50). 
For rate purposes there are two alternatives, namely, either total income 
minus the remittance (Rs. 39,503) or the remittance itself (Rs. 25,000). 
Obviously the first alternative gives the greater tax. Therefore tax will be 
charged at the rates applicable to Rs. 30,500. 

2. At what rate and on what income is tax leviable m the follow- 


ing cares : — 

(,i) Assessment year 1942-43 : Rs. 

Income accruing or arising in State 25,000 

Income other than the above 20,000 

T«»I 45,000 


(b) Assessment ) car 1943-44 t 

Income accruing or arising in State included m the 
1942-43 assessment for rate purposes but actually 
received m British India m the previous year 25,000 

Income accruing or arising m State 10,000 

British Indian income 15.000 

Total 50,000 


(income Tax Departmental Exanu 1943). 


For the 1942-43 assessment tax will be levied on Rs. 20,000 at the 
rates applicable to Rs. 40,500. 

For the 1943-44 assessment tax will be levied on Rs. 40,000 at the rates 
applicable to Rs. 25,000. For rate purposes there are two alternatives, nam ely, 
either total income minus the remittance (Rs. 20,500) or the remittance itself 
(Rs. 25.000). Obviously the second alternative gives the greater tax. There- 
fore tax will be charged at the rates applicable to Rs. 25,000. 

Losses in Indian States. As stated above, Income accruing or arising 
in an Indian State is exemp* unless it is received in British India. It is 
therefore provided that losses sustained m an Indian State can be set off only 
against the profits which accrue in an Indian State and which are exempt 
from tax; and if they cannet be so set off, they can be carried forward for 
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six years for being Set off against the profits accruing or arising in an Indian 
State from the same business and exempt from tax. 

However, a loss sustained in an Indian State can be set off against the 
profits accruing or arising in another Indian State in the same assessment, 
where such profits are not remitted to British India. 

(b) Other Foreign Income. 

In the case of an ordinary resident, all foreign income earned outside 
British India in places other than Indian States is taxable subject to an 
allowance of Rs. 4,500. If such income is brought into British India in the 
year of ac cru al, it is taxable.in.full , but if it is brought into British India in 
a 'subsequent yeaxTt will not_be_ taxed if i t ha s already been taxed in the 
year of accrual. — 

Suppose, for example, that in the year ended 31st March 1944 an 
assessee’s income earned in Iran was Rs. 3,500, which was brought in full in 
British India on 1st June 1946. In preparing his return of income for the 
previous year ended 31st March 1244, the amount of Rs. 3,500 would be 
excluded as it is less than the statutory allowance of Rs. 4,5Qj , but it should 
t e included in his return of income lor the previous year ended 31st March 
1947. Now, if this foreign income be Rs. 27,000 instead of Rs. 3,500, then 
K«. 22.500 would be included in the return of income for the previous year 
ended 31st March 1944, and Rs. 4,500 (Rs. 27,000 m inus Rs. 22,500 taxed in 
an earlier assessment) would be included in his return of income for the 
previous year ended 31st March 1247. 

If the assessee is resident but not ordinarily resident, the unremitted 
foreign income is excluded from the computation of total income unless it is 
derived from business controlled in or profession set up in India ; *but it 
would be taxable if it is brought into British India in the year of its accrual or 
m any subsequent year. 

If the assessee is a non resident, the foreign income is included m his 
total world income for determining the rate of tax applicable to his total 
British Indian income. If the income is brought into British India in the 
year of accrual or in any subsequent year it would be excluded from the 
computation of total income liable to tax in British India. 

Where the total jncome of a non-resident is a Joss, it should be carried 
forward for future set-off against his British Indian income, but it should not 
be set off against his foreign income, otherwise he woutd not get any relief in 
British Indian taxation on account of the loss incurred by him in British India, 
Should there be any foreign loss of a non-resident, such loss cannot be set off 
against his British Indian income , but it should be carried forward for being 
set off against his future foreign income for a maximum period of six years. 

Illustration, 

A company is held to be resident in one year on the footing that its 
income arising in British India exceeds its income arising in England, and 
the result is that Rs. 50 000 of its foreign loss is earned forward. 

For the next year the company is non-resident since its British Indian 
income is only Rs. 60,000 a s against its English income of Rs. one lakh. 

Would the less carried forward in the preceding assessment be set off 
against any income ? If so, which income assuming that (a) the English and 
the Indian business is one and the same, and (6) the English business is 
different ? 
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(ti) When the English and the Indian business is one and the same, the 
loss of Rs. 50 COO will be set off against the English income , bot it cad also be 
set off against the Indian income. 

(6) If the English business is different, the Joss of Rs, 50,000 can be 
set off only against the English income. 

Test Que'tlons. 

1. The income accruing or arising in an Indian State has been exempted 

from income tax with effect from the assessment year 1912-43. State clearly 
the nature of this exemption, and point out the difference m the treatment of 
the income accruing and arising m an Indian State and in other foreign 
countries. 'Agra 17. Cant. 1946) 

2. A, an ordinary resident ct British India, has his business at \gra 
and a branch in the Jaipur State. For the year ending 31st March 1946, Agra 
business resulted in a profit ot Rs. 30000, but there was a loss of Rs. 20,000 
in the Jaipur branch. On what income will he pay tax, assuming the \gra 
and Jaipur businesses to be (i) die same, (u) different ? {.Agra M. Com. 1947) 

3. An assessce has incurred a loss of Rs. WOOD in an Indian State, 
bat he has made a profit of Rs. 15,000 in another State. He claims that the 
loss of Rs. 10,000 be dcdacted from his British Indian income and the profit 
of Rs, 15,000 should be included only for the parpose of determining the 
total income. How will you deal with this matter ? 
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EARNED INCOME. 

Certain kinds of income, for instance, salary, professional earnings and 
business profits, are earned through personal exertion. Other kinds of income 
such as dividends interest on securities, and income from property are 
earned without any such exertion. Income falling under the first category 
involves depreciation of the human machine, and in the system of taxation 
ft llowed by several coun rics a lower rate has been fixed or some kind of 
relief has been given to the tax payer in respect of this class of income. 

The definition of earned income for purposes of taxation contained in 
section 2 (6 \ A) is as follows : — 

“Earned income* means any income of an asscsscc who is an mdivi 
dual, Hindu undivided family, unregistered firm or o her asso lation of per 
sons not being a company, a local authority, a registered firm or i firm treated 
as registered under section 23 (5) (b) 

(<i) which is chargeable under the head salaries; or 

(b) which is chargeable under the head profits and gams of business, 

profession or vocation where the business, profession or vocation 
is earned on by the assessee or, in the case of a firm, where the 
assessee is a partner actively engaged in the conduct of the 
business, profession or vocation , or 

(c) which is chargeable under the head other sources, if it is imme- 

diately derived from personal exertion or represents a pension 
or superannuation or other allowance given to the assessee in 
respect of his past services or the past services of any deceased 
person , and includes any such income, which, though it is the 
income of another person, is included in the assessec’s income 
under the proeision^ of the Income Tax \ct, but docs not include 
any such income which is exempt from tax under section 14 (2) 
or under a notification issued under section 60. 

On analysing tins deficit on wc find that it consists of four things, viz. — 

1. It confines the expression to die income of an assessee who is an 
individual, Hindu undivided family, unregistered firm or other association of 
persons other than a company a local authority, a registered firm or a firm 
treated as a registered firm, 

2. It specifies three main classes of income which fall within the defini- 

rtc. — fej saArmfs; (b} pm iSer /rum 6astness, profession or vocation, and 

(c) income from other sources provided personal exertion is involved; 

3 It includes within the expression incomes of the above classes of 
other persons which are included in the assessec's income, c g., wife's income^ 
or minor child's income u der section 16 (3), and 

4- It excludes inci mes exempt under section 14 (2), i. c., share of 
profit from an unregistered firm or other association of persons which lias 
been already taxed and the unremitted Indian State income or under a notifi- 
cation issued under section 60 
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Persons to whom earned income relief Is Admissible An isstssce who 
is an individual, Hindu undivided family, unregistered firm or other asseci i 
tion of persons is entitled to the earned income relief. 

In the case of a registered firm or a firm treated -is a registered firm under 
section 23 (5) (b), as the tax is not payable by the firm on its own lolialf, relief 
is admissible to the partners by whom tax is pnyablc and who arc tli as essi.es 
Where a registered ttrra is assessed under the second proviso to section 23 
(5) (a) m respcc* of the share oi income oi a non resident partner the earned 
income allowance apprupnae there i *vou! 1 be admis ible m dcterimmi g 
the tax payable by the firm on behalf ot the non resident partner provided 
the partner is actively engaged in the conduct ol the business of the lirm. 

If an unregistered lirm is not liable to pay any ta\ because its income 
is below the taxable limit the appropr ate earned income allowance in respect 
of his share of profits of the firm would be admissible to any partner who was 
actively engaged m the conduct of the busmens ol the firm 

Nonresidents — The Indian law does not make any di ‘motion lor this 
purpose between residents and non residents, vide section 17 (5) 

Salaries All salaries u cludm„ i>cnsotisur o her allow jnecs fur jasl 
services are cntitle-d to cirncd income rel ef The annual accretion in any 
year to the balance at die credit of an employee paruc pating m a recognised 
provident fund, which is included in his total income and which is exempt 
trom income-tax will be treated as salary for the puri»ose of computing the 
earned income allowance. As already in Chapter 6, the arnual iccretion 
consists of the employer s contribution and interest on the employee s provi 
dent fund 

Prollts and Oalns ol Business, Profession or Vocation The income 
under th s head is entitled to earned income relief if the business, profession 
or vocation is carried on by the asscssce lumselt , in other words where he 
is actively engaged in business. But the income received by anasscsscc 
from a business carried on by a Court of Wards, trustees or a receiver is not 
entitled to earned income relief, as it is not immediately thrived from per 
sonal exertion. In such a case j rofitsare earned by persons to whom they do 
not belong and they bcl tig to md viduafs who do n t earn them. The earned 
income relief is intended only for as cssee*s wh > both earn and own die 
profits. 

If an individual is a partner of a fjrm and is actively engaged in die 
conduct of the business of die firm, rel ef is admissible on his share of the 
prof ts of die firm and also in respect of the share, if any, of his wife or minor 
child, wh eh is includible in his assessment under section 16(3) (a) (i) and 
(n), unless the wife or the minor child has been given a share on account of 
the capital mvc ted jnlbc fjrm Jf ibe jndjyjJieaJ js rwif Jw-uw-eJ/ r>c!ive)j’ 
engaged m the conduct of the business of the firm, no rel ef is admissible cm 
h s share of profits m die firm or on his wife s or minor child s share »n that 
firm, unless the wife or the minor child is ac iveiy engaged m die conduct of 
die business.^ 

InthVcas^of a Hindu undu ided family ur an unregisered firm the 
position is die same as in die case of au individual 

Income from Other Sources Income fa ling under this head wil 1 be 
earned income if it is immediate y derive 1 from p^rso lal exertion, t. g , 
directors* fee-s, roy ally on books, letimg on lure ol machinery or plant where 
the assesse-c exercises constant supeivtsion and the activity is m tin nature 
of business, underwriting commission, etc. 

No earned income allowance is admissible on account of capital gams. 
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Computation of Earned Income Relief. According to section 154, the 
portion of the earned income on which tax is not payable by an assessee in 
any year is prescribed by the annual Finance Act. 


According to the Indian Finance Act of 1947, in making any assessment 
f.r the year ending on the 31st March 1948, an amount equal to one fifth of 
the earned income shall be deducted from the total income of an assessee 
provided the amount in no case exceeds Rs. 4 OQQ. It is further provided — 
(i) that no income-tax is payable on a total income which, before 
deduction of the allowance of earned income, docs not exceed 
Rs 2,500, 

(u) that income tax shall m no case exceed half the amount by which 
the total income (before such deduction) exceeds Rs. 2,500, 

(in/ that income Ux shall not exceed either (a) a sum bearing to half 
the amount by which the total income {before such deduction) 
exceeds R? 2 500 the same proportion as such red wed tota 
income bears to theunrbfluccd'fowi income, or (b)’the income lax 
payablCon theTncoinc so reduced arthe rates specified, whichever 
is le^s. 

Note : — The earned income relief for the two previous assessment years 
was as follows : — 


1. During the assessment year 1945 46, there was no relief in respect 
of salaries, and it was 10’ „ in respect of other earned income ^object to a 
maximum of Rs 2,000 

2. During the assessment year 1946 47, the salaries were entitled to a 
relief of 10° j, and the other earned income to a relief of 20 \ subject to a 
maximum of Rs. *,00 0 tn all. 

Illustration. 

If an assessee draws a mon hly salary of Rs. 215, what will be his 
taxable income earned income allowance and the amount of tax payable by 
him for the assessment year 1947-48 ? 


His taxable ncomc will be arrived at as follows * — 

Rs. 

Salary^ 2,580 

Less Earned mci me allowance being one fifth 516 

Taxable Income Rs. 2,064 


According to the provisions of the Ind an Finance \ct of 1947, he will 
have to pay income ux on Rs. 2 064 in the ratio of tax payablfcjjn Ins total 
i income of Rs 2 580 before the deduction of earned income allowance. The 
tax -which he w uld have paid on his t tal income of Rs. 2,580 had been 
Rs. 40 (being one half rf the excess over Rs 2,500). Therefore the income- 
tax payable by him for the assessment year 1947-48 on his taxable income of 
Rs. 2 064 would be Rs 32 ->nly Rs 2,580 , Rs. 2 054 , Rs. 40 , Rs 32) and not 
Rs 35-4-0, because the f rmer amount is less than the latter. 

Relief for Insurance, etc The tota! income will be reduced by the 
earned income allowance only for purposes of determining the rate of income- 
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tax. For other purposes, e. g., for calculating the amount of exempted income 
in respect of insurance premia and provident fund contributions, the basis is 
the unreduced total income. The rate applicable for computing the amount 
of income tax relief on account of exemp ed income will, however, be the 
rate applicable to the reduced total income. 

Super Tax, No earned income relief is granted for the purpose of 
calculating the amount of super tax. The super tax is therefore computed on 
the amount of the total income. Bu* the ra'es of sup^r tax applicable to the 
earned income and the unearned income are different, the rates applicable 
to the former being lower than those applicable to the la ter. 

Test Questions. 

1. What is earned income ? What relief is allowed to asscssees m 

respect of the earned income ? (Agra LL- B. 1947) 

2. What do you understand by the term 'earned income' ? Who is 
entitled to the earned income relief in the income-tax assessment for 1947—48 
and to what extent ? Explain the admissibility of the earned income relief 
to an individual, a Hindu undivided family, a company, a registered firm, 
and an unregistered firm. Illustrate your answer by suitable examples 

(Agra 4/. Com. 1946) 

3. A B. C. is a registered firm carrying on business m British India 
and its partners are A, B and C. A joined the army two years bach and C 
has merely finaaced the business. The profits of the firm amount to 
Rs. 42,000 and are shared in the proportion of 1/6, 2 6 and 3/6 respectively. 
What earned income relief is admissible and to whom ? 

4 The standing counsel of the Income Tax Department is paid a retain 
mg salary of Rs. 200 per month. He received fees of Rs. 10,000 from the 
Departraen for conducting cases during the financial jrear 1946-47. What 
is the earned income relief to which he is entitled in 1947-48 assessment ? 
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Deduction ol tax at source. This will he explained in detail m 
Chapter 14. 

Illustrations. 

1. Find oat die taxable income from salarv for the previous year 1946 
47 in the following cases — 

(a) On 1st June 1946 a person was engaged as a salesman in a trading 
firm on a salary of Rs 250 per month and a commission of 5°/ 0 on all orders 
secured through him Three months after his appointment he was, however, 
discharged on paymen* of Rs. 1,000 as compensation for the termination of 
employment. The value of orders secured through him during the period of 
his service amounted to Rs. 12,500. 

(b) B is the managing director of a large chemical works on a monthly 
salary of Rs. 1,500, a commission of 2\% on the net profits and a motor-car 
allownce of R'. 100 p.m He is also provided with a house whose annual rental 
value is Rs. 900. The net profits of the business for the year were Rs. 45,600 
As an ex employee of the Gwalior State he is also getting a pens on of 
Rs. 300 per month. 

(c) For many years D has been in die service of a firm on Rs 200 
p. m. but on 1st July 1946 he was letrenched. He was panic pating in an 
unrecognised provident fund main ained by his employ ci. His own contri- 
butions to such provident fund and interest thereon amounted to Rs. 3,450. 
On leaving the service he was paid by his employer Rs. 5,750 from the 
provident fund. O i 1st October 1946 he, however, secured another appoint- 
ment carrying a monthly salary of Rs. 180. 

(а) Salary for 3 months ... ... . 730 

Commission . ... ... 625 

Income taxable as salary . .. Rs. 1,375 

(б) Salary . ... 18,000 

Commission ... .. 1,140 

Car allowance . .. .. 1,200 

Value of rent-free hiusc .. - 900 

Income taxable as salary .. . Rs. 21,240 

Note t— The pension paid by the Gwalior State is not taxable under tbe 
head salaries. It is taxable as income irom other sources under section 12 

(c) Salary loi 4 months at 200 per month .. 800 

.. . 5 180 ., . 900 

Amount received Irom an unrecognised provident fund 5,750 
Less own ccjntnbu ton and intei est there jn 3.450 2,300 

Income taxable a» salary r,,. 4 qqq 

Provident Funds. 

The provident’funds, of which a salaried person may be a member are 
of three classes 1 

, . Provident Funds to which the Indian Provident Funds Act of 1925 
applies, e g , provident fu ul mamtuned by railway companies, local autho 
nlies, universities, etc. 
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When a person is a member of such a provident fond, only his own 
contributions thereto arc included in his salary for income-tax purposes, and 
no no*e is taken of his employ er’s contributions and inter es* on the accumulated 
balance to his credit. 

An employee’s own contribution to such a provident fund together with 
am fife insurance premium is exempt from income-tax (but not from super- 
tax ) up to onc-sixth of his total income or Rs. 6,000 whichever is Jess. 

sum received as the accumulated balance at die credit of a subscriber 
to such a provident tond is no* taxable in the hands of the recipient nor vs to 
be included m his total income. 

2 Recognised Provident Funds. recegmsed provident fund is one 
which conforms to the conditions laid down in section 58-C of the Vet and 
which has been recogm c ed by the Commissioner of Income-tax. The income- 
tax provisions regarding a recognised provident fund are * — 

Contributions made to a recognised provident fund by the employer and 
the intcres* credited to the employee’s provident fnnd are afso included in the 
stata’ory total income of the employee. 

The Contributions to a recognised provident fund both by the employee 
and the employer taken together are exemp* from income-tax (but not from 
«uper *ax) up to one-sixth of the employee's annual salary o r Rs. 6,000 which- 
ever IS less, the salrry for this purpose weaning the regular payment received 
by the employee 'front tchtcl prat iJent fund ts deducted) art l not am extras 
that ire included in tin. term salary under section 7. such as the value of a 
free Ijousc or a bonus, etc. 

\n employee is also entitled to obtain rebate of income-tax on life insu- 
rance premiums °ubject to the limit that the contributions (both his own and 
his employer’®) to the recognised provident fund and the insurance premium 
taken togtfhcr should not exceed one sixth of his total income or Rs 6,000 
whichever is less. The total income for l/iis purpose is taken to be exclusive 
cf the euptoycr s contribution and the interest on the provident fund. 

Interest credited on the accumulated balance of an employee is also 
exempt from income tax but not from sup-r-tax if it does not exceed one- 
third of his annual salary and the pre c cnbed rate, namely, 6 per cent p, a. 

The accumulated balance due to an employee on his retirement is 

exemp* from both income tax and =upcr tax and is not to be included in 
his total income. 

3 Unrecognised Provident Funds, The contributions made by an dm 
ploy ec to an unrecognised provtden fun! are not exempt from income-tax 
but the periodical contributions made by an employer towards the employee's 
provident fund are not taxabl year after year to the hands of the employee. 

\ payment of lint accumn'a ed V-aVanc from an unrecognised provident 
fund made to an employee less his own contributions and interest thereon) is 
howtitr taxable and is to be included in his salary m the year of receipt, any 
life insurance premium paid by a member of an unrecognised provident fund 
is, hem e\ er, en’itled to rebate subject to the usual conditions. 

Illustration. 

A person js in receip* of a salary of Rs. 600 pier month, 10% of which he 
contributes to a provident fund to which his employer also contributes a similar 
amount. He is provided w tth a rent free honse by his employ er, the rental value 
of the hou«e being Rs, 600 per annum, and he also received a sum of Rs. 1,200 
as bonus from his employer. 

The amount of interest created on his provident fund at 4 per ecu per 
annum ts Rs. 450, and he paid Rs. 1,000 as life insurance premium. 
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Ascertain his income-tax liability if the provident fund in question is (a) 
a provident fund to which the Indian Provident Funds Act of 1925 applies, (&) 
a recognised provident fund, or (c) an unrecognised provident fund. 


The income tax liability in each of the three cases will be as follows 
(a) Salary (Total Income) ... ... ... Rs. 9,000 

Lxi.mpu.il Income 

1. P. F. Contribution ... ... 720 

2. Life premium ... ... 780 

3,500 


(6) Salary 

Employer's contribution 
Interest on P. F. 


Rs. 9.000 
720 
450 


Total Income 10,170 


Exempted Income . 


1. P. F, Contributions 



1,200 

2. Life premium 

... 


300 

3. Interest on P. F. 


“ 

450 

1,950 

Salary (Total Income) 

- 


... Rs. 9,000 


Buempted Income • 

1. Life premium .« — 1.000 


Approved Superannuation Funds 

An approved superannuation fund is one which satisfies the conditions 
laid down in section 58 P, and which has been approved by the Central Board 
of Revenue. The income-tax concessions enjoyed by a member of an approved 
superannuation fund are: — 

The contribution made by an employee to an approved superannuation 
iund is treated m the same way as a payment of life insura’ncc premiums under 
section 15 Therefore such contribution along with any life insurance premium 
is exempt from income tax (but not from super tax) to the extent of one sixth 
of his total income or Rs. 6,000 whichever is less. 

\ny f ayment from an approved superannuation fund made on the death 
of a btmficiary or in lieu ot or in commutation of an annuity or by way of 
refund of contributions on the death of a beneficiary or on his leaving the 
employment is also exempt from tax altogether iu the hands of the recipient. 

Illustration. 

1. In the cases mentioned below calculate for the previous year 1946-47 
die taxable income from salary and also the amount of exempted income 
entitled to income tax relief : — 

(«) X is a government ser /ant drawing Rs. 1,350 p. m. on 1st April 1946, 
his annual increment of Rs. 50 per month being due from 1st January 1947. 
A o | 0 deduction is made from Ins salary for securing a deferred annuity to 
him. He is also provided with a rent free house of the rental value of Rs. 100 
p. m, lie pays Rs. 3,000 per annum as premia on his life policies. 
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(J) y is an employee of a jnte mill company with a monthly salary of 
Rs, 600. He contributes 10% of his salary to a recognised provident fund, his 
employer also con* ributmg a similar sum. The interest (at 4° 0 p. a.) on his 
provident fund account for the year amounted to Rs.536. On 1st January 1947 
he was paid by his employer one month’s salary as bonus in respect of which 
no contribution is made to the provides* fnnd. His life insurance premium 
amounted to Rs. 2,560 for the year. 

(<r) Salary for the year • . 16,300 

Value of rent-free house . . . 1,200 

Income taxable as salary ... ^ ... ... Rs. 17,500 

E&mfitcd Income i 

1. Amount deducted to secure a deferred annuity 815 

2. Life insurance premium ... ... 2,101 

Rs. 2,916 

(6) Salary for the year with Bonus which is the taxable income 

under the head salaries . . Rs. 7,80 0 

Exempted income i 

1. P. F. contributions (not exceeding \ of annual salary) 1,200 

2. Life insurance premium ... ... 100 

3. Interest on P. F. _ ... .. ... 536 

Rs, 1,836 

2. On 1st July 1945 a person was engaged a 5 an assistant in a mercantile 
office on Rs. 200 m the grade of Rs. 200-10-300. In March 1946 he received 
Rs. 400 as an adi ance of pay to be.rccovered in eight equal monthly mstal- _ 
roents. What would be his taxable income from salary for 1945-46 and " 
1946-47 i 

3. Salary for 8 months ... ... ... 1,600 

Advance of salary ... 4Q0 

Taxable as salary for 1945-46 . ... R>- 2,000 

2. Salary for the year .. . .. 2,480 

Z.r*s advance recovered ... 400 

Taxable as salary for 1946-47 Rs. 2.080 

3. Under section 14 2) (c) of the Income-Tax 4ct, income accruing or 
arising in an Indian State is exempt. Having regard to this provision state 
giving full reasons whether the income from salary in the following cases is 
exempt or not : — 

(a) Leave salary drawn in Kashmir State by an officer of the Burma 
Gov eminent in respect of leave earned in Burma f 

(b) Leave salary drawn in an Indian State by a servant of the Central 
Gosemmen* ; 

(c) Salary P^d ta an Indian S ate to a servant of His Majesty by or on 
behalf of the Crown , 
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(d) Salary paid in the first instance by the Central Government but 
subsequently reentered Ji\>m the State to an olfi-er on clepu Vjon in the State 
The othcer is ordinarily resident m British India , 

{c) \n engineer of an Indian State an deputation m British India 
receives here a compcn itorj allowance of R« 1,000 per month which is claim 
ed to be exemp A" regards the salarj of Rs 2,030 p~r month it is pa) able 
by the go\ ernment to the S ate which in turn pays it to the engineer in the 
State. . 

(a) Since the separation of Burma in 1937, it does no‘ form part of 
British India and thus both Burma and Kashmir are outside the purview of 
the Indian Income Tax Act and no question ot assessment arises in this case 

(b) The leave saiary drawn in an Indian State by a servant of the 
Central Government is no exempt, because under section 7 (2/ the salary paid 
from Indian revenue to a government servant (whether British subject or not) 
in my part of India including Indian States) js deemed to be salary paid in 
British India, and as such is chargeable. 

(c) Salary paid in an Indian State to a si rvant of His Majesty by or on 
behalf of the Crown is not exempt, because the salary or the leave salary of 
in employee wherever he may have been residing and wherever it may have 
been paid is deemed to have accrued or arised in British India, provided it is 
earned in British India. 

(d) In this case, though the income is exempt from tax, yet it shall be 
included in the total income of the assessee subject to a reduction of Rs 4,500 
for rate purposes If this income is actaally remitted to Brihsft India, it will 
be taxed, 

(e) The engineer will have to pay tax on Jus monthly saiary of Rs 2 000 
because the salary or die leave salary of an employee, wherever he 
may have been residing and wherever it may have been paid is deemed to 
have accrued or arisen in British India provided it is earned in British 
India 

The couipci satory allowance of Rs 1 000 per month is taxable because 
an assehsee has to pay tax on all income received or deemed to be received 
in British India in the pre i >us year irrc»p ctive of whether it accrued or 
arose within or without Brit sh India, unless it is an allowance paid by the 
Indian $ ate m British India durng the period of deputat on for trajnmgm 
Bnu h India 

Life Insurance Premiums 

The premium paid lor insurance on the life of th assessee or or the 
life < I his wife or htr husband (or in the cas" of a Hindu undivided family, 
on the life ot any male member or his wife) is exempt from income tax 
prov ded (i the annual premium does not exceed 10 per cent of the sum 
assured exclusive of any bonus addition , and (n) the annual premium together 
with any exempted _provident fund contributions does not exceed in the case 
of an individual one sixth of his total income or Rs 6 000 whichever is less 
and n the case of a Hindu undivided family, one sixth of its total income or 
Rs 12 000 whichever is less 

Out of the premiums paid in respect of a policy that covers the risks of 
sickness and accidental injury and also the risk of death only so much as is 
attributable to the risk of death (from whatever cause) is exempt from income 
tax 

Wo rebate of income tax is allowed on any sum withdrawn by an 
assessee from his provident fund in order to pay his life insurance premiums 

Although insurances on die life of a child do not entitle the assessee to 
the concession yet it should be noted that certain kinds of insurance which 
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are for he bench* of the chilJ, should be treated is insurances on tin. hie of 
the nsscssce Policies arc often taken by assessccs with a view to securing 
the provision of a lump sum for their children i. e., for their education, 
mairiage or other purpose*) at a stipulated time and the sun assured becomes 
payable on that date even if the assured dies after pa\ mg only one premium 
An assurance of this hind is really an insurance oa the life of the as cssce as 
it is designed to secure in the evert of the asscssec s early death (though not 
immediately after his death) a b nefi considcra jly grea cr in amount than the 
annual paymen s which he has made and consequently the prtm urn* on such 
policies arc eligible for rebate The cri enon that should be adop ed in such 
cases is whether or not there is a contract dependent on the life of the 
asscssec 

No relief is admissible on premiums paid out of income accruing or 
arising outside British India where such foreign income is not chargeable to 
Indian income tax. 


II Interest on Securities 

Under section 8 tax is payable on the merest fr m g vernmen ccuriues 
and debentures of companies md l«il au h rite II Wever the diwlcrd 
on the shares of the Reserve Bank of India is include l in micros on securing 
In computing the taxable income from such in crcs the lollowmg all iwanccs 
arc admissible — 

1. Bank commission for collecting sn crest # 

2. In crest on loans taken spccitically for purchasing securities provided 
that any merest chargeable to tax ba payable w ithout British India is not 
allowed unless either i ts in crest on a public loan issue 1 before 1st April 
1938 or tncomc-tax has been paid thereon or deducted therefrom tr thctc is 
an agent in British India who may be treated as an ass ssee on behalf of the 
non resident. 

Notes — (1) If a loan is taken to purchase tax free securities, then the 
interest on such loan should he deducted from th» tax free interest 

(2) There can be loss under th s head if th“ interest pa d on a loan taken to 
buy securities exceeds the interest on securities Such a los* is entitled to be 
*et off against income under other h*ads 

(3) Interest on securities is taxed xthen nc it ed , but where it is part of 
the profits of a business profession or \oeation a Icnting the mercantile system of 
accountancy, ft would b* taxed on an accrual ba«i . 

Tax free Government Securities. — Interest from tax free government 
.■? .sift* .taidr A? Aw, jAthnsgib .•* uwfthvA; J ,vr ate rnuswre Ale 
asscssec for the purpose of determining the ra c of tax applicable to him The 
5 per ccn- 19-V5-55 loan of the Cen ral Go vernmen is the only tax free 
security now in existence 

Cum dividend and ex dividend transactions. — With regard to the cum 
dividend and ex-dividend transactions in securi ics it is to b~ m>lv I tha for 
income-tax purpose the dividends and m ere t arc the income of the owner 
of securities on the da es on which the dn tdend or in ercs falls due for pay 
ment except in case of a bond washing (see Chap or IX) Thus if a security 
is sold cum-div. (the purchaser drawing the interest ani not the vendor) 
the vendor canno claim for the purpose of assessment that the m vrest 
should be treated as his income If however, he is a deal i in securities 
die profit from the purchase and $ale of securities wifi be taxable in his hands, 
because it would then be income and not capital 
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Tax-free commercial securities Here "Tax free" means that such 
securiMes { 1 . e„ shares and debentures issued by limited companies free of 
tax) are not actually free from tax, but that the security-holders have not to 
pay tax again from their own funds, because the -company has already paid 
tax from its undivided profits on behalf of die security holders. The amount 
of income which is received by the securityholders in the shape of tax free 
dividend or tax free interest is therefore the net amount of income and has to 
be grossed up for assessment purposes. 

Note. — The phrase Less tax' in the case of both government and 
commercial securities means one and the same thing, \iz., that the security 
hoi dersjiaje to bear the tax as only the net amount of income is handed oier 
to them. ' s - 

Illustrations. 

1 A's investments for 194647 were : — (a) Rs. 40,000 3$ 0 / 0 Government 
Paper , (b) Rs. 20 000 5°/ 0 Municipal Debentures , and (c) Rs. 60,000 4$% 
Port Trust Bonds. His Bank charged him Rs 10 commission for collecting 
interest on the investments and he paid Rs 700 as interest on a loan which he 
had specificall) taken for purchasing the Municipal Debentures What is his 
taxable income from interest on securities ? 

Iuteres 1 for the year on all securities 5,100 

Less Bank Commission 10 

Interest on the loan 700 710 

Taxable income from interest on securities Rs. 4,390 

3. On 1st April 1946, X held the following investments : — (a) 
Rs 80 000 3% Government Loan , (b) Rs 60,000 3$°/ 0 Bombay Port Trust 
Bonds , (c) Rs. 80,000 5% Improvement Trust Debentures , and (d) Rs. 30,000 
5% Government Loan 

On 31st August 1946 he purchased Rs. 20,000 4° „ Government Bonds 
(interest payable 1st June and 1st December) at 92$ c. d. 

His Bank charged him Rs. 25 as commission for collecting interest. 

Calculate his taxable income from interest on securities. 


Interest on securities existing on 1st April 1946 10,000 

Interest on 4 v / 0 Bonds for half year 400 

’ 10,400 

Less Bank Commission 25 

Taxable income Rs. 10 375 


3 On 1st April 1946 B’s investments consisted of the following . — 

(а) Rs 60 000 4° 0 U- P Government Loan , 

(б) Rs 30 000 5% Calcutta Improvement Trust Debentures , 

(c) Rs 20 000 5 u / 0 Government Paper , 

(3) Rs. 15 000 6° 0 Preference Shares of a cotton mill company. 

O 1 1st Sep ember 19^6 he sold the Rs. 20 000 S* u Government Paper 
and purchased Rs 40 000 6° „ Calcutta Port Tru t Bonds. The additional 
sum of Rs. 20 000 needed tor the purpose was borrowed from the Bank at 
6 per cen.. per annum u or st The Bank charge 1 commission for selling 
and buying of the securities a. the rate of one anna per cent, and for collecting 
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interest and dividend at the rate of fonr annas per cen calculated on the 
gross amount of interest or dividend, which in each case is payable half 


yearly on 1st January and 1st July 

Find oat his taxable income from merest on securities 
In’erest on 4° 0 U. P. Loan for one year 2,400 

In f erc«t on 5% Calcutta Improi emen' Trnst Debentures 
for one year ~ 1,500 

In erest on 5° 0 Government Paper for half year 500 

Interest on 6% Calcu ta Port Trnst Bonds f6r half year 1 200 

Less Bank Commission 1 14 

Interest on the loan for 7 months 700 714 

Taxable Income Rs. 4,8*6 


Note. — The dmdend on shares is not to be taxed under the head Interest 
on Securities , but it will be taxed undei the heading Inrom- from other 
Sources • 

The Bank s buying and selling commission cannot be deductel as it is in 
the nature of capita! expenditure 

III. Income from Property. 

Under section 9, tax is payable by an assessee on the bona fide annual 
value of property consisting of buildings or land appurtenant thereto, of 
which he is the owner, other than such portion as may be used for his busi 
ness, profession or vocation, the profits of which are assessable to tax. 

It is only the owner who is liable to pay tax under this head. Where 
a person derives some income from house property which he holds on lease, 
such income is chargeable under section 12 Similarly income from lands 
not attached to a building is chargeable not nnder this section bat ander 
section 12. 

Annual Value Tax under this head is chargeable m respect no‘ of any 
actual rental received but of the bona fide annual value. The bona fide annual 
value of a building is the full annual rent at which it can be let from year to 
year, if the owner bears all owner's burdens including municipal taxes or 
taxes chargeable from the owner and if the tenant bears all tenant's 
Lurdms including municipal rates and taxes chargeable from the tenant. 

But If the property Is In the occupation of the owner, the annual value 
thereof shall not exceed ten per cent, of his total income. 

No deductions from the annual valae are permissible on account of any 
municipal or local rates or taxes in respect of property. Where, however, 
under the tenarc) agreement the owner pays the occupier’s share of municipal 
tax, then the amount included in the rent on account of such tax is deductible 
from the gross rent for the purpose of arriving at the bona fide annual value. 
On the other hand, if there is a s ipulation that the tenant will, in addition to 
the regular rent payable to the owner pay to the municipality the owner's 
sliare of tax, then such tax must be deemed to be a part of the rental value 
and must be added to the rent in order to arrive at the bonn fide annual 
value. 

Where the propertj is situated in a municipal town, the municipal 
xaluatios of the property or the actual rent receivable (if Jet), whichever 
is grea er, is ordinarily taken to be die annual value of the property. 
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Deductions. In computing the taxable income from property, the follow* 
ing deductions are allowed from the annual value . — 

1. One sixth of the annual value for repairs, irrespective of whether 
anything has been spent on repairs or not Tins allowance will also be gran 
ted in full even when an allowance is given for vacancies Where the proper 
ty is let and the tenant has undertaken to bear the cost of repatrs, the amount 
allowable is the difference between the annual value and the rent paid by the 
tenant up to, but not exceeding, one sixth of the annual value. 

2 Premium paid for insurance against the risk of destruction of 
property e g., fire earthquake, lightning, civil commotion, etc. 

3. Interest on mortgage or charge on the property irrespective of the 
object for whieh the money is borrowed. 

4 Annual charge on property winch is not of a capital nature. 

5 Interest on capital borrowed for the purchase, construction, repair or 
renewal of property. 

Note —The above three allowances will not be granted, if they are 
payable to a non resident, unless tax has been deducted therefrom at the 
maximum rate or the owner of the properly agrees to be taxed as an agent of 
such non resident. 

6 \ny ground rent to which the property is subject. 

7. \ny land revenue paid in respect of the property. 

8. Collection charges, being 6 per cent of the annual value or the 
actual amount whichever is less. Legal expenses incurred in recovering 
rents from tenants are included in collection charges , but only the net 
expenses (i. e , after deducting any costs recovered from the opposite party) 
are deductible. 

9. Vacancy allowance, being that part of the annual value which is 
proportionate to the period during which the property remains vacant. Where 
an assessee owns a house and keeps it ready for his own occupation or for the 
occupation of his guests, the house cannot he said to be vacant merely because 
it was not occupied for a certain period 

10. Under section 60, a deduction in respect of unrealised rent is 
allowed from the taxable income from property thus ascertained, if the follow 
mg conditions are satisfied . — The tenancy is bona fide , the defaulting 
tenant has vacated or steps have been taken to compel him to vacate the 
property , the defaulting tenant is not in occupation of any other property of 
the assessee , and the assessee has taken all reasonable steps to institute legal 
proceedings for the recovery of the unpaid rent 

Note — The allowances (2 8 above) must be supported by proof of actual 
expenditure but n< t necessarily of actual payment. 

Should the admissible allowances exceed the annual value of property, 
there will be loss trora pro, erty , and this will be set off against income from 
other sources. 

As the tax on income from property is levied on a notional basis, there 
is no provision in section 9 (as there is in sections 10 and 12) regarding the 
method of accounting to be adopted. 

Property owned jointly. Where a property is owned jointly, and the 
share^ofjhero owners are definite and ascertainable, they „re not assessed as 
an association of persons but the share of each part owner is assessed on him 
as part of his total income. 
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Illustration, 

Four persons combined to purchase a house property in eoual shares. 
Its net annual income amounts 'o R=. 6.000, which is assessed jointly as income 
of an association of persons. It is claimed that the assessment should be 
made separately and the income of each being below Rs. 2,500, no tax is pay' 
able by them. 

How will you deal with this case ? Give reasons for your answer. 

( Agra \1. Com 1947 )• 

Although the property is purchased jointly, yet the respective shares of 
the joint owners are definite and ascertainable. Therefore each joint 
owner <honld be assessed separately m respect of his share of the property 
income. If each joint owner has no other income he is not liable to pay any 
tax. 

Exempted Property Income. This is a new head of exemption intro- 
duced for the first time by the Income Tax Amendment Act of 1946. In order 
to encourage private construction of residential buildings, exemption has b.en 
granted from tax in respect of the bona fide annual value of all such buildings 
as are commenced and completed between 1st April 1946 and 31st March 
1948. This exemption will be available only for a period of two years from 
the date of the completion of buildings , and it does not apply to buildings 
used for business purposes. 

Illustrations. 

1. B is employed as a clerk in a government office on a monthly salary 
of Rs, 120 and his investments consist of Rs. 20,000 7° J0 Debentures in a 
pullic utility concern. He is also the owner of a large house whose munici 
pal valuation is Rs. S00, about a third of which he has let at Rs. 30 a momh, 
using the remainder for his residence. The whole house is mortgaged for a 
loan which he took for the marriage of hts sister, and the interen on the loan 
amounted to Rs. 300 for the year. 

Find out his taxable income from property and also his total income. 

Gross annual value of portion let Rs. 360 

Less 1/6 for repairs 60 

Proportionate interest on mortgage 100 160 200 

Gross annual value of portion occupied (limited to 

lO’io °f *h e total income) 309* 

Less 1/6 for repairs 51 

Proportionate interest on mortgage 200 251 58 

Taxable income from property . Rs. 258 

Statement ot total Income t — 

1- Salary Rs. 1,440 

2. Interns* on securities 1,400 

3. Income from property 258 

/ Total income Rs. 3 098 

*Tbis is ascertained as follows — Let the gross annual value of the pro 
periy occupied by the owner be X , then the total income would be- 
1,440+ 1,400 + 200+U - i* -200) 
or a: *+2,840- 

Hence *-10% of a - 5 x- 2,840- 
or x— 309 
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Iti order to calculate the gtoss annua! value of the property occupied hy 
the owner (restricted to 10 per cent, of his total income) the following formula 
-can be readily applied t — 

Gross annual value of the residential properly is equal to 10 of of other 
taxable income mtnus expenses (other than the l/6tb statutory allowance for 
repairs) m respect of residence 

Thus using the figures given in the ibove question, the gross annual value 
of the property occupied by the owner would be. 

^of[|of { (1440+ 1400+200) -200 } or Rs. 309. 

2. The property of a person consists of three houses, of which the 
municipal valuation is Rs. 6(X>. Rs. 500, and Rs. 760 respectively. The first 
house is used entirely for purposes of his business (the profits of which are 
chargeable to tax), tne second is half occupied for his residence and half let 
at Rs. 25 per month, while the third house is wholly let at Rs. 60 a month. 

His expenses in connection with the second and third houses are : 
Municipal taxes Rs. 105 , Repairs Rs. 165 , Ground rent Rs. 56. The second, 
house is also subject to an annual charge (not being a capital charge) of 
Rs. 125. 

Calculate his taxable income from property, assuming that the taxable 
profits of his business amount to Rs. 3,200. 

The income of the house, which is used for purposes of the business, the 
profits of which are chargeable to tax, isnottaxed under the head income from 
property, in the case of the house which is partly used as a residence and 
partly let, the annual value is determined on the basis of the rent received 
for half the portion , and in respect of the third house the municipal valuation 
is taken to be the annual value, because the actual rent receivable is less. 

Gross annual value : 2nd house Rs. 600 

3rd house 760 1,360 


Less *. 1/6 tor repairs 
Ground rent 
Annual charge 


226 

56 

125 407 


Taxable income from property Rs. 953 
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Ascertain ( a ) taxable income from property, (6) totaHncome and (c) the 
amount of exempted income, assuming that he paid Rs. 850 as premia on his 
life policies for Rs. 25 000 (Agra B. Co it . 1946 ) 


( fl ) Annual value of property let 


1,200 


Less i for repairs 

200 



Interest on mortgage 

720 



Laud revenue 

24 



Insurance premium 

72 



Vacancy allowance 

200 

1216 

-16 

Annual value of property occupied 


80) 


Less 6 for repairs 

133 



Interest on mortgage 

4S0 



Land revenue 

16 



Insurance premium 

48 



Interest on loan 

125 

802 

-2 

Income from property 

Rs. 

-18 

Note — The expenses common to both the houses have been apportioned 

according to annual \alue. The cost of extensions 

ol electric fittings is 

capital 

expenditure. 




(6) Salary 

9600 



Employer’s contribution to P. F. 

600 



Interest on P, F. 

.. 672 



JLoss from property 

-18 



Total Income 

Rs. 10.854 




( c ) Exempted Income i 

1 Ph contributions 

2. Life insurance premia 

3. P. F. interest 

Rs. 2,269 


4. A person owns two houses whose annual letting value is Rs. 6,000 
an! Rs. 2 000 respectively The first house was purchased some ten years 
ago but the second house was constructed in the period from l5cb June 1946 
to 1st December 1946 

Rs. 200 a year is paj able for the ground rent of die land on which the 
old house stands , but as it was in arrear for the last three years he had to 
pay Rs. 800 during the year ended 31st March 1947 

The new house has been constructed with borrowed capital on which he 
paid 6 per cent, per annum interest. 

What would be the taxable income from property for the assessment 
year 1947-18 ? 

The income of the second house, which has been constructed inthe period 
from 1st April 1946 to 31st March 1948 is totally exempt from tax The 
taxable income of the first house will be as follows — 


1,200 

397 

672 



CHAPTER 7. 

COMPUTATION OF TAXABLE INCOME (2) 

IV. Profits o! Business, Profession or Vocation. 

A*, business includes any trade, commerce or manufacture or any 
adventure in the nature of trade, commerce or manufacture. The definition 
mates it plain that the profits of even an isolated transaction, it it constim'es an 
adventure in the nature of trade, are taxable 

A profession is an occupation requiring purely intellectual 'hill or manual 
shill controlled by the intellectual skill of the operator, e. g., lawyer, accountant, 
doctor, surgeon, etc. 

A vocation (as distinct from employment) is any other calling pursued 
for the purpose of earning one’s livelihood, e. g., broker, insurance agent, 
singer, dancer, etc. 

Under section 10 tax is payable m respect of the profits or gams of any 
business, profession or vocation earned on by an assessce The fact that a 
business is illegal or unlawful does not affect liability to tax, that is its profits 
are taxable. 

There is, however, no definition of profits or gains. All that is stated m 
this section is that certain deductions alone are permitted m computing profits. 
The section assumes that the gross profi* has been arrived at somehow , and 
in regard to dns matter it would appear that m the absence of any statntory 
provisions, the accep'ed principles of accounting should be followed and that 
the accounts should represen* facts with truth and accuracy. 

While it is Oot possible, owing to the variety of accounting systems, to 
prescribe exhaustive lists of deductions that are or are not permissible in the 
case of all businesses, the following deductions are permissible tn the case of 
all businesses according to section 10 (2) : — 

1. Rent of premises in which the business is earned on. Bat if any 
substantial part of the premises is used as a dwelling house by the assessee, 
the amount of rent to be allowed will be so much as the I. T. O. may determine 
having regard to the proportionate annual value of the part so used. 

If the rent is paid by a firm to a partner for the u^e of his premises, it is 
deductible from the profits of the firm. 

Where the premises are owned by the owner of the business, no 
allowance on account of rent is permitted, because the owner is not liable to 
pay tax on the income of the propem . 

2. Repair of premises where the assessee is the tenant only and has 
undertaken to bear the cost ol repairs, Where a substan lal part of the premises 
is used as a residence by the assessee, the same proportion of die cost o{ 
repairs would be permitted as is taken in calcula»ing the rent permissible. 

3. In'erest on capital borrow ed for business purposes except (>) interest 
liable to tax but payable abroad save under certain conditions (as given la er 
in this chapter), and (n) interest paid by a firm to a partner (whether on capital 
or on loan) The provision for disallowance of mU-re-st dependent upon the 
earning of profit has been withdrawn. 
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4. Premia for insurance against the risk of damage or destruction of 
buildings, machinery, plant, furniture, stocks or 'store used for the purposes 
of the particular business, profession or vocation under assessment, and no 
allowance can be made for premia for other insurances Any sums not actually 
expended on premiums, but merely set aside as a reserve for insurance, 
cannot be allowed as a deduction. 

5. Current repairs to buildings, machinery, plant or furniture used for 
business purposes. The phrase ‘current repairs’ means such repairs required 
to keep these assets in serviceable condition as are rendered necessary by 
ordinary wear and tear (as opposed to accidental or wilful damage or. other 
unusual causes) and are of their nature recurrent at comparatively short inter- 
vals. It also includes minor replacements of parts provided that such replace- 
ments are not of such an extensive nature as to a change the identity of the 
asset in question But expenditure on an asset, that would have increased its 
capital valoe if it had been incurred when the asset was new, would be 
regarded as capital expenditure. 

6. Depreciation See Chapter 10 

7. Obsolescence. See Chapter 10 


Note.— Where any building, machinery, plant or furniture is not used 
wholly for business purposes, only a proportionate amount of the above four 
allowances {No 4 7) can be claimed. 


8. Loss on the sale of dead or useless animals used for business 
purposes, 

9. Land revenue, local rates or municipal taxes in respect of such part 
of business premtscs as is used for business purposes. No allowance can 
be claimed on account of any other rates or taxes whatsoever. 

10. Bonus to employees. Only bonafide payments of bonus to emplo 
yeestor services rendered is allowed where (t) it would not have been 
payable to them as profit or dividend if it had not been paid as bonus or 
commission , and (6) it is of a reasonable amount having regard to the pay of 
the employee and the conditions of his service, the profits ol the business and 
the general practice in o her similar businesses Such charges will be nor- 
mally allowed as deductions unless there arc grounds for suspecting that the 
amount of bonus or commission has been fixed with a view to avoidance of 
tax by the employer. 

11. Bad and doubtful debts. An allowance for bad and doubtful debts 
is made on the following conditions . — 

(а) If the accounts of the assessee in respect of that part of his business 

in which bad deb.s have occurred are kept on the mercantile basis 
and not on he cash basis hut in the case of a bank or money- 
lending business irrecoverable loans given m the ordinary course 
of bu mess are allowed even if the books are kept on the cash basts. 

(б) Only such amount as the I. T. O. estimates to be irrecoverable is 

allowed. 


(c) The amount allowed should no* exceed the amount actually wutten 

off in the books of the assessee. 1 

(d) If the amount ulumately recovered on a book debt or loan is greater 

than the difference between the whole debt or loan and the amount 
so allowed, the excess would be deemed to be a taxable profit of 
“ “ "*°.rcred , and ,f less. A, defic.ency would I* 
allowed in that year as a business expense. 
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12. Any revenue expenditure lai J out or expended on scientific research 
related to the business will be allowed. 

13. Any sum paid to a scientific research association having as its 
objects the undertaking of scientific research related to the dass of business 
carried on, and any sum paid to a university college or other institution will 
tc allowed provided these bodies have been approved for the purpose by the 
prescribed authority. 

14. The entire capital expenditure oa scientific research related to the 
business is allowed in five annual consecutive instalments commencing from 
the accounting year iq which the expenditure was incurred. The allowance 
is gran cd even if the research exp aditur was incurred within three years 
I nor to tht commcncemcn* of the business. 

15 The amoun* of any Business Profits Tax payable will be allowed 
as a deduclion in computing the taxable income from bu'incss. 

16. Miscellaneous business expenditure. Under the residual clause 
(xn) of s •c'lOn 10 (2) allowance is given for “any expenditure (not being in 
the na’urc of capital expenditure or personal expenses of the assessce) laid out 
or expended wholly and exclusively for the purposes of such business, pro- 
fession or vocation.” The essential conditions that should be fulfilled m order 
that an expenditure may be allowed under this clause are : — 

(«) It must be an expenditure , 

(u) It must not be of a capital nature or a personal expense , and 

(m) It must be laid out or expended wholly and exclusively for the pur- 
poses of the business, profession or vocation. 

Whether a particular expenditure has been incurred solely to earn the 
profi •> or whether i is capital expenditure depends in each case on the nature 
of the business commercial practice the uature of the expenditure and other 
circumstances. It is not therefore possible to enumerate what would or would 
not be admis iblc deductions under clause (xu) The following examples 
illustrate the general principles . — 

(1) Advertising charges would be allowed if they were incurred in 
selling the goods in th" ordinary course , bat if a special advertising campaign 
were undertaken for expanding the business or extending the activities of die 
business in new directions, the expenditure would be disallowed because u 
would then be in the nature of capital. 

(2) Legal expenses would be allowed, if no* for capi^I purposes, irres 
pccti\ c of whether *he assessce won or I os*. on the action. Expenses f or 

•Jut tiiWii y Vo uicurnt ux vroci'id tok tot a'Aowei as ftoc expenditure is 
by no means neccssarj for earning th<* income that is the subject of charge- 

(3) \ndit and other accountancy expenses incurred annually including 
expenses of settling the income-tax liability of an assessce are ordinarily 
allow cd. Bat expenses connected with subsequent income tax proceedings 
before the higher authorities in appeal are not admissible. 

(4) Embezzlement by or through the carelessness of an employee in 
the course of t*i«mess is allowed as a di duction, but not money lost through 
the person responsible for the business or money lost by theft. 

(5) Broker’s charges arc allowed if for selling goods or securing orders, 
bu* not for raiding loans or securing capital. 

(6) Royalties paid for patents and copyrights are a permissible deduction. 

6 
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(7) Premium for insurance against loss of profit can be allowed because 
the sum recovered under such an insurance policy is taxable as a trading 
receipt. 

(8) Premium paid to insure the life of an employee who personally in- 
fluences the business and whose death will cause a diminution of pfof its can 
be claimed as a deduction. 

(9) Premia pai 1 for insurance agatnit accidents of employees as well as 
to cover the risk of liability under die Workmen's Compensation Act are 
allowed 

10) Employer's contribution to a recognised provident fund is an admis- 
sible deduction under section 58-K. 

(11) Under section 58 R the employer's contribution to an approved 
superannuation fund is also allowed. 

(12j Contributions to an unrecognised provident fund by an employer 
arc allowable if the fund is constituted as an irrevocable trust and if no part 
of the employer's contributions can be recovered by him. If the fund remains 
in the hands or under the control of the employer, no contributions by him 
would be allowed as a deduction, but actual payments (of the employer's con- 
tributions only) made to employees leaving the service would be allowed in 
the year m which such payments are made, provid d that, a6 required by 
section 10 (4) (c , cSective arrangements are made for the deduction of tax 
from such payments. 

(13) Contributions to an unapproved superannuation fund made by an 
employer are also allowable, tf the fund is constituted as an irrevocable trust 
and if no part of the employer’s contributions can be recovered by him. If 
such a fund remains in the hands or under the control of the employer no 
contributions by him will be allowed as a deduction, but actual payments of 
pensions to ex-employees or to their widows or children would be allowed as 
deduction when the pensionary payment is a fixed and securing one No 
claims on account of pensions will, however, be entertained when they are paid 
to persons who have or who at anytime had a share of interest in the business, 
profession or vocation. 

(14) Subscriptions given by a business are allowed if their payment is 
commercially expedient and of benefit to the payer 

(15) Compensation paid to an employee on termination of the employ- 
ment is deductible when it is not expedient m the interests of the employer to 
keep him 

(16) Compensation for the cancellation of a contract (if it was one for 
goods and not for capital assets) is an admissible deduction. 

(17) Indian traders general!) charge their customers a small ice on each 
transaction called dhcirmaia, the proceeds a) which are supposed to be 
devoted to various charitable purposes. Such customary receipts and the 
corresponding expenditure by the assessee should be left out of account 
altogether in computing the taxable income provided the 1. T. 0 is reasonab 
Jy satisfied that the sums in question are really applied by the assessee 
ultimately to the object for which they were ostensibly collected. 

(18) Sales tax is allowed in proportion to sales. 

(19) Muhurat ceremony expenses up to a maximum of Rs. 400 

(20) Loss of stock m trade by sinking of a boat. 

(21) Loss by theft of money entrusted to an employee to be deposited 

in the bank. 1 

(22) Loss of cheap gram shops. 

123; All welfare expenditure of a revenue nature. 
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Valuation ol Stock.— For computing the taxable income from business, 
it is necessary that a defim e and uniform method of stock \ aluation should be 
adopted. 


Inadmissible Expenditure, 

In computing the taxable pro ft* ol a business, profession or vocation the 
following expenses are expressly disallowed * — 

I Under sec*ton 10 (2) (mi) anj interest chargeable under the Act 
which is payable without British India except fo) interest on which tax has 
been paid or from which tax has been deducted or in respect of which there 
is an agent in British India who maj be assessed and (b) mteres* on a loan 
issued for public subscription before 1st April 1938. 

2. Under section 10 (4) (a) any paymen* chargeable under the head 
salaries if it is payable without British India unless tax has been paid thereon 
or deducted therefrom 

3 Under section 10 A/ (b) any interest salary commission or remunera 
tion paid by a firm to auy partner ol the firm whether the firm is registered 
or unregistered. 

, 4. Under section 10 (4) (c) a payment to unrecognised provident fund 
established for the benefit ofunpk^ets unites tficctive arrangements have 
been made to secure proper deduction of tax from any payments made from 
such fund which are chargeable under the head salaries. 

5. Drawings of proprietor or partners, 

6. Private or personal expenses of the proprietor. 

7. Reserve lor bad debts or any other reserve. 

8. Interest credited to reserves. 

9. Expenditure in the nature of charity or presents. 

10. Income-tax or super tax or any other tax on income. 

11* Expenditure in llie nature of capital. 

12. Rental value of the property owned and occupied for business. 

13. Cost of additions, altera’ions, extensions or improvemen -> to any of 
the capital assets of the business. 

14. Past losses charged to Profit & Loss Account. 

15. Depreciation in excess ol the amount allowable. 

16 Any other expenditure not incurred wholly and exclusively for 
purposes of the business. 

N.B. . — If any into ne is not shown in the Profit and Loss Account (e g„ 
interest d*med from rejene fund inxcstmems transferred direct to the reverie 
fund and not shown in th* Profit JL Lo«s Account}, such mcome should be mclu 
did ta the total income of the "iMessee. On (he other hand, any non taxable 
income shown in the Profit 5. Loss \ccount should b» excluded from the total 
income 

Trade associations — -Just as the profits derived from business carried on 
by a local authority or a chanty are taxable under certain conditions, so under 
section 10 (6) trade associa ions and similar bodies are taxable in respect of the 
profits made from performing specific services for members for remuntratioo 
definitely related to those services, ' 
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Illustrations 

1. From the following P. &. L. Account of a merchant for the year 
1916, find out his taxible income from business and also his tot'll income 


Office Salaries 

4,800 

Gross Profit 

35,672 

General Expenses 

1,200 

Discount 

751 

Bad Debts written off 

2,100 

Commission 

1,205 

Reserve for Bad Debts 

3,000 

Bad Debts recovered 

150 

Fire Insurance Premium 

450 

Interest on Govt, 


Advertising 

2,500 

securities 

2,500 

Income tax 

2 375 

Profit on sale of 


Loss on sale of motor car 

1,200 

investments 

3,000 

Interest on Capital 

1,000 

Sundry receipts 

52 

Interest on Bank Loan 

1,550 



Chanty 

150 



Loss of Building by fire 




(uninsured) 

1,500 



Depreciation Building 

1.000 



Furniture 

200 



Net Profit 

20305 



Rs 

43 330 

Rs. 

43,330 


— 




The motor car was us-’d half for business purposes and half for the 
proprietor’s private purposes. The amount of depreciation allowable, on the 
basis of the written down value, in respect of buildings and furniture is 
Rs. 952. Included in advertising is a sum of Rs J, 700 expended on a special 
advertising campaign undertaken during the year in respect of a new product 
placed on the marker. 

Net Protit as per Profit & Loss Account Rs. 20,305 

Adi Expenditure not allowed * — 

1 Reserve for Bad Debts 3,000 

2. \dvertismg being in the nature of 

capital expenditure 1,700 

3. Income tax 2,375 

4. Loss on sale of motor car (J) 600 

5. Interest on Capital 1,000 

6. Charity 150 

7. Loss of building by I re 1,500 


8 Excess, Depreciation 248 10,573 

30,878 

Less Interest on Government securities not being from 

Business 2,500 

28,378 

Less Profit on sale o! investments being capital prof t 3,000 

Taxable income from business Rs. 25,378 

1. Interest on Securities (from winch income tax amounting 

to Rs 1,136-6 0 has been deducted at source 3,636 

2. Profit from business 25378 


Total Income Rs. 29,014 
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Notes,— As the motor-car is partly used for business purpose*, only one* 
half of the obsolescence loss is allotted in computing the taxable income from 
business. 

The profit on the safe of icve<tments is capital profit. If it was made 
before 31st March 1946, n is not taxable. If it was made after 31st March 
1946 , it would be taxable if it exceeded Rs. 15,000. 

Annas and pies m the amount of income are ignored. 

2. Below is given the Profit and Loss Account of the Bharat Textite 
Mills, Ltd., for the year ended 31st December 1946 : — 


Cotton 

57,08,975 Yam Account 

54,05,978 

Stores 

9,17,824 Cloth 

48,12,056 

Mill Salaries and Wages 

19,15.992 Wa^te „ 

60,754 

Gene’ral Charges 

14,504 Transfer Fees 

3,108 

Donations 

5,000 Rents of Bungalows 


Rates and Insurance 

20,188 and Chaw Is 

28,951 

Brokerage 

3,862 Dividends 

16,200 

Office Expenses 

120.347 


Directors’ Fees 

4,500 


Research Expenditure 
Auditors* Fees 

60.000 


2,500 


Interest 

Repairs to Building and 

1.05,925 


Machinery 

62.278 


Law Charge= 

Workmen's Welfare 

2,865 


Expenditure 

Contribution to Staff 

27292 


Provident Fund 

Managing Agent’s, Commis- 

37,500 


sion 

Net Profit (subject to 

1.00.845 


depreciation) 

12,16250 



Rs. 1.0327.047 Rs. 1.03.27,047 


From the above account ascertain the company’s taxable income from 
business and also its total income for the year 1946 after taking the following 
information into account 

1. Rs. 2,700 of Brokerage was paid for cotton and stores purchased, 
and the balance was m respect of loans raided for the company’s basmesa 

^ R^es Rs. 1,800, Insurance Rs. 1,250 and Repairs to Buildings 
Rs. 2,872 were in respect of bungalows and chawls let to employees. 

3. Lega 1 charges amounting to Rs. 950 were incurred in connection 
with the purchase of additional land and buildings. 

4. Two-thirds of the research expenditure is capital expenditure. 

5. The S aff Provident Fand is & recognised one. 

6. The amount of depreciation allowable for assets nsed for the .com* 
pany’s business is worked out at Rs. 2.75.S50L 
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Profit as per Profit and Loss Accoan 
A ii Expenses not allowed — 

1 Donations 

2 Brokerage for loans being capital 

expenditure 

3 Rates and Insurance of Buildings 

not used for business 

4 Repairs of Buildings not used for 

business 

5 Le»al charges being in the nature 

of capital expenditure 

6 Four fifths of capital expenditure 

on research 


12 16 350 

5.000 

1.162 

3,050 

2,872 

950 

32 000 45 034 


Less Depreciation allow ance 


12 613S4 
2,75,850 


Less Income not taxable under business 

1 Rents of Bungalow s and ChawL 

2 Dividends 


9 85,534 

28,951 

16,200 45,151 


Taxable income from business Rs 9,40,383 


1 Income from Property 
Gross annual value 
Less 1/6 for repairs 
Insurance 


4S25 

1,250 


23,951 

6,075 


22,876 


2 Profits of Business „ 9,40 383 

3. Di\ idends gross (the amount of income-tax paid 
thereon being Rs 7 363-10-0 for winch credit 
is to be given) 23 563 


Total income Rs 9,86 822 


3. The following is the Prom & Loss Account of the U p Sugar Co, 
Ltd for the year ended 30th June 1946 — 


Stocks of sugar and molasses 


on 1-7-45 6,72 725 

Raw Materials 6 43 320 

Government Cane Cess 58 470 

Manufacturing Expenses 2 64 405 
Sugar Excise Duty 2 01 073 

Farm Expenditure 76 235 

Salaries and Wages 1,89 396 

Marketing 25 412 

Insurance 20,21 8 

Establishment 35,914 

Directors' Fees 1,800 

Audit Fees 1,000 

Interest 20 424 

Debenture Interest 20 000 

Managing Agents' Remunerations 067 
Taxation Reserve lor fiscal 
year 1947-48 G5 500 


Sale proceeds of 

sugar and molasses 22 24 944 

Rents from farm lands 2 645 

Crops (other than cane) 5,190 

Sundry receipts 2,835 

Stocks of sugar and 

mt lasses on 30-6-46 3,84,764 
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Net Profit 
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35,000 

2,41,419 


Rs 26,20.378 Rs. 25,20.378 


The company owns a large agricultural farm and the entire cane crop 
raised aurmg the year (valued at Rs. 1,02,500 at average market prices of 
cane) was used in its own factory. 

Sundry receipts include Rs. 540 being sale proceeds of Farm animals 
and implements. 

Apparatus valued Rs. 35,000 purchased for the newly-started Company’s 
laboratory and Rs 373 being the cost of a pucca well built for the use of the 
Company's workmen stand debited to Manufacturing Expenses. 

The amoant of depreciation allowable in respect of Buildings, Machinery, 
Plant and Furniture is Rs. 28,450. 

Ascertain the Company 's taxable income from business. 

Profit as per Profit &■ Loss Account 

Add Expenditure disallowed : 

Farm expenditure 76,235 

Taxation reserve 65,500 

4 Depreciation 35,000 

* Capital expenditure 

Laboratory apparatus 4/5*hs 28,000 

Cost of well 375 


Less the average market price of cane grown on the 
Company’s own farm and nsed as raw material 


2,41.419 


2,05,110 

4,46,529 

1,02,500 


3,44,029 

Less Depreciation allowance __ 28,450 


, , 3,15,579 

Less Agricultural income : 

Rents from lauds 2,645 

Proceeds o! other crops 5,190 

Proceeds of farm animals, etc. 640 8,375 


Taxable income from business Rs. 3,07,204 


4. The P. & L. \ccouct ot the Assam Tea Co., Ltd , for the year ended 
31st December 1946 is as follows : — 


Sock of Tea on 1-1-46 2,37,490 

Cultivation and Manufactur- 
ing Expanses 4,08,110 

Inland Freight 30,132 

Commission, Brokerage &. 
felling Charges 35,521 

General Charges 14,809 

\udit Fee 1,000 

Directors' Fees 1,700 

Merest 1,972 


Proceeds of Tea sold 7,65,980 

Profit on sale of building 15 000 
Stock of Tea on 31-12-46 2,05,318 
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Debenture Interest 

35,000 

Bonus to Staff 

4,500 

Taxation 

15,435 

Loss on sale of Investments 

25,000 

Depreciation 

20,000 

Net Profit 

1 55,629 

Rs 

9.86,258 


Calculate the Company's taxable income from business after bearing in 
mind the following facts — 


1 Rs 15,780 being the cost of erecting buddings on certain extensions 
of the Estate has been charged to Cultivation and Manufacturing Expenses. 
i General Charges include Rs. 500 given away as chanty. 

3 The amount of allowable depreciation may be taken as Rs. 12.750 


Rs 

Profit as per Profit & Loss Account 1 ,55 629 

Add Expenses disallowed — 


Taxation 

Lass aa s ale al investments 

Depreciation 

Capital expenditure on Estate extension 
Chanty 

15.435 

25.000 

20.000 
15,780 

500. 

76,715 

Less Depreciation allowed .. 

Capital profit 

12,750 

15,000 

2,32.344 

27,750 

Less 60° o deemed to be agricultural income 


2,04 594 
1,22,756 

Taxable income from business 

81,838 


N B. - The capital loss of Rs. 25,000 will be set off against the capital 
profit of Rs. 15,000, but the balance of loss (Rs. 10,000) cannot be carried 
forward as it is less than Rs. 15,000 


5. X is a practising registered accountant who also runs a private account 
training inst tutc He keeps his books on a cash basis and his summari- 


sed cash account for the year ended 


To Balance b/d 

9,654 

„ Audit Fees 

14,750 

„ Income from other 


accountancy work 

5,475 

., Institute Fees 

2,100 

„ Examiner's Fee 

645 

„ Interest on Investments 

4.400 

„ Rent from Property 

4,200 


March 1947 is given below 
By Office Expenses 4,150 

„ Institute Expenses 900 

,i Personal Expenses 3,600 

, , \nnual Registration Fee 32 

„ Life Insurance Premium 1,250 

„ Income Tax 2,500 

„ Motor car purchased 3,450 

•» „ „ Expenses * 420 

„ Insurance of Property 300 

„ Cost of Bungalow purchased 18,000 
„ Balance c/d 6,622 


Rs 41,224 


Rs. 41,224 
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8 Remittances received by a wife resident m British India from her 
nonresident husband if they are not paid oat of income included in husband's 
total income. 

9 Salary or pension received from a foreign government or an Indian 

State. 

Deductions. The taxable income from other sources is computed after 
making allowance for any expenditure (not being in the nature of capita! 
expenditure or personal expenses of the assessee) which is incurred solely for 
the purpose of making such income. 

Inadmissible expenses \H those expenses which are disallowed m 
computing the profits of a business profession or vocation are also disallowed 
in dcterminig the taxable income from other sources 

Machinery, etc , let on hire. When an assessee lets on hire machinery, 
plant or furniture belonging to him and also buildings 'and the letting of the 
buildings is inseparable from the letting of the said machinery, plant or furni- 
ture) he is entitled to allowances for annual repairs insurance premia, depre 
ciation and obsolescence m accordance with the provisions of section 10 (2). 

Note • — When the commission of a managing agent of acompu y is shared, 
for an adequate consideration between the managing agent and a third partyi 
then each party s share is included in his tndiv dual assessment. 

Dividends. A dividend received by a shareholder is deemed to be his 
income of the previous year in which it is paid, credited or distributed, and 
for the purpose of computing his total income the dividend actually received 
should be increased to such amount as would, if income tax (but not super-tax) 
at the rate applicable to the total income of a company for the financial year in 
which the dividend is paid, credited or distributed were deducted therefrom, 
be equal to the amount of the dividend. Note that the relevant rate of tax at 
which the net dividend (i. e dividend actually received) is to be grossed up 
i s’not that of tin, financial yeai in uhtch the corresponding profits o) the 
company are assessed but that aj the financial year tit which the dividend is 
paid , credited oi distiibutel Note also that this tax addition to the net 
dividend is always to be made, even though the profits out of which the divi- 
dend has been distributed are conveitcd into a loss when adjusted for the 
company's assessment (e g by the admissible depreciation allowance', and 
therefore the company has to pay no tax thereon. 

Where, however only a portion of the company’s profits are taxable 
because a part of them may have been derived from non-taxablc sources su'-h 
as agricultural income or interest from tax-free government securities, the 
amount of tax addition to the net dividend should be proportionate. But it 
must be remembered that the whole of the dividend is taxable in the hands 
of ihe shareholder, notwithstanding the (act that a part of it has been derived 
from non taxable profits m the hands of the company 

It should be noted that a dividend paid without British India is deemed 
to be income accruing and arising m British India to the extent to which it 
has been paid out of profits subjected to income-tax in British India. 

How to gross up net dividends —The net dividend received by a share- 
holder from a company in British India should be grossed up in the following 
manner 

( a J Where the full profits o/ the company are taxable, the net dividend 
received by a shareholder should be grossed np by applying the following 
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Net dividend X — — where R is the company’s rate of income-tax ia 


pics per rupee. If we assume that the total income of a company is Rs. 192 
and that the companj 's rate of income tax is 20 pies per rupee, then the net 
dividend by the shareholder would be Rs. 162, the income-tax payable by the 
company amounting to Rs. 30. Therefore for every Rs. 162 net dividend, the 
gross amount would be Rs. 192. Hence the above formula. 

Thus if a shareholder receives Rs. 350 as a dividend from a company, 
whose profits are taxable in fall, the gross dividend would be Rs. 414-13-0. 

(6) Where only it portion of the company's profits are f«.rrr&/e, the net 
dividend received by a shareholder should be grossed up by applying the 
following formula — 


Net dividend X 


»-( 


X * R 
100 192 




where 


\ is the percentage cf the com- 


panj’s profits which has borne income tax and R is the company's rate of 
income-tax in pics per rupee. 


Let us suppose that the profits of a company amount to Rs. 100, 30 per 
cent, of which arc taxable, die balance being non taxable. Then the amount 
of income tax on Rs. 30 payable by the company at 60 pics per rupee is 
Rs. 9-6-0, and the net dividcnJ in tin. hands of the shareholders would be 
Rs. 9010 0. Therefore for every Rs. 90100 net dividend (when only 30 per 
cent, of the company’s profits arc taxable and when the rate of company’s 
income tax is 60 pics per rupee) the gross dividend would be Rs. 100. 
Hence the above formula. 


For example suppose a shareholder receives Rs. 350 as dividend from 
a company, 40 per cent, of whose profits arc taxable, then the gross dividend 
would be Rs. 400, and the amount of income-tax for which he would get 
credit in his own assessment would be Rs. 50. 


No.e I — If a ••hareholder receives i dividend from a company whose profits 
aie not chargeable to Indian income lax, either because the whole profits are 
derived from ron taxable sources or because the compaDy is a foreign company 
having no British IndiaD income, then u would not be necessary to gross up the 
net dividend, as the net dividend itself would be mcluded m the total income of 
ihe shareholder. 


Test Questions. 

1. In what circumstances are the following items allowed as a deduc- 
tion in computing the taxable income from business . — Repairs , Insurance 
premiums ; Interest , Legal charges > Depreciation of Investments ? 

{Agra 13. Com. 1 943) 

2. What expenditure is expressly disallowed in computing the taxable 
income from business ? 


3. Under what circumstances is interest or salary payable without 
British India not admissible in computing the business income oi an assessec / 

4. State the law relating to die assessment of the dividend income. 

5. Define net dividend and grova dividend. How do you gross up net 
dividends ? 


6. The managing agents of a company ask you to compute the 
company’s ncome lor the purpose of preparing the return of income to be 
filed with the I. T. O. Explain dearly with a pro forma Profit & Loss Account 
how you would proceed to do so. 


CHAPTER 8 

COMPUTATION OF TAXABLE INCOME (3) 

VI. Capital Gains. 

The Indian Income Tax Amendment Act of 1947 has made a funda- 
mental change in the income tax law m that an assessce is now required to 
pay income tax (not super tax) under the head ’capital Gains' in respect of 
any profits arising from the sale, exchange or transfer of a capital asset effec- 
ted after 31st March 1946 » 

The term 'Capital Asset’ for this purpose has been defined by sect on 2 
(4A), and it includes property of any kind other than agricultural land held 
by an assessce, whether or not connected with his business, profession or 
vocation. But such asset will not include ( 1 ) any stock in trade, consumable 
stores or raw materials held for the purposes of business , or (u) personal 
effects, i c., movable property including wearing apparel, jewellery and 
furniture held for personal use by the assessce or any member of his family 
dependent upon him Thus property includes not only immovable property 
such as houses but also movable property such as securities, shares, etc. 

Exemptions, profits made on capital assets are chargeable to income tax 
subject to the following exemptions ; — 

1. Only such capital gams arc taxable as arise from the sale, exchange 
or transfer of an asset effected after 31st March 1946, any capita! profit made 
prior to that date being ignored. 

2. No tax is payable on capital gains if they do not exceed Rs. 15,000, 
nor arc they to be included in the total income. That is to say, capital gams 
not exceeding Rs. 15,000 are to be ignored. 

3. No tax is payable by an assessce on profits or gains arising from the 
sale, exchange or transfer of any property, the inc< me of which is chargeable 
under section 9 (i. e., income from property) it such property has been id 
the possession of the assessce or his parent for a period not less than seven 
years before the date of sale 

4. Transfer of capital assets in the following cases shall not be consi* 
dered as sale, exchange or transfer, and hence any profit made thereon shall 
not be included in the total income . — 

(a) Transfer by way if compulsory acquisition of property for public 
purposes , or. 

(b) Transfer by way of distribution of capital assets on the total or 

pai tea} efHuetkt twAr/aed f&nrdr , vr 

(c) Transfer on the dissolution of a firm or other association of 
persons , or 

(d) Transfer on the liquidation of a company , or 

(c) Transfer under a deed of gift, bequest, will or on irrevocable 
trust , or i 

(f) Transfer of a capital as«et by a company to a subsidiary company 
the whole of the share capital of which is held by the parent comp- 
any or by the nominees thereof provided the subsidiary company 
is resident m British India and is registered under the Indian 
Companies Act. 
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Computation o! Capital Gains. The amount of taxable capital gams is 
computed after making the following deductions from the full amount 
of consideration for the sale, exchange or transfer of a capital as set : 

(a) Expenditure incurred solely in connection with the sale, exchange 
or transfer , and. 

(b) Actual cost to the assessee of the asset including and expenditure 
of a capital nature incurred by him in making any additions or alterations 
but excluding any expenditure in respect of which any allowance is admissible 
under the provisions of sections 8, 9, 10 and 12. 

Where any depreciation has been claimed on an a*set in the past, 
the actual con ol the asm to the assessee shall be its written down \alue which, 
according to section 10, means ike actual cost (increased by all additions and 
diminished by all sales) minus total depreciation allowed to due. 

The assessee, if he satisfies the Income Tax Officer, may substitute the 
fair market value of the asset for the actual cost in the case of assets acquired 
by him before 1st January 1939. Such fair market value of the asset will be 
regarded as the actual cost to the as*csscc and w ill be reduced by the amount 
of depreciation, if any, and increased by all addi'ions and diminished by all 
sales after the ‘aid date. 

If a person, with whom the assessee is directly or indirectly connected, 
acquires a capital asset frum the assessee and if such sale, exchange or lrans 
fer lias been effected with the object of avoidance of tax, the Income-Tax 
Officer may, with the prior approval of the Inspecting Assistant Commissioner, 
i regard the ‘iair market value* of the asset on that date as the fulfyalacol 
consideration and may compute capital gams accordingly. 

Computation of Tax on Capital Gains. Under section 17 (6), where the 
total income of an asses<ec (not being a company; mcJades any income taxable 
under the head "Capital gains \ the tax melnd ng e uper tax payable by him 
on his total income will be «— 

a) Inoo ne tax and super tax payable on his total income as reduced 
by such capital gains, had such reduced income been his total income plus. 

lb Ircvinctax cn the whole of such capital gains at the following 
rates — 

Where capital gain* Rate per rupee 

exceed Rs. 15,000 bot do not exceed Rs. 50,000 one anna 

exceed Rs. 50,000 but do net exceed Rs. 2,00,000 two annas 

exceed Rs. 2,00,000 but do not exceed Rs. 5,00,000 three annas 

exceed Rs. 5,03,000 but do not exceed Rs. 10,00,000 four annas 

exceed Rs. 10, CO, 000 five annas 

A marginal relief is, however, provided in cases where capital gams 
have exceeded a certain /tout and income tax thereon is payable at a higher 
rate, the amount of income-tax so payable shall be redaced so as not to 
exceed— 

(a) the amount w hich would have been payable if the amount of «nch 
capital gains had not exceeded that limit plus 

Or 1 one-half of the amount by which the amount of «uch cap tai gains 
exceeds that limit. 

Where the total income of a company includes income chargeable under 
the h -ad ‘capital Gains’, income-tax will be paid on the whole of the total 
income at the maximum rate of income-tax ; while the sup r tax payable by 
the company shall be reduced bv the amount computed on that part of its total 
income which consists of capital gams at the rate of super tax (excluding the 
rate of additional super-tax, if any) specified by the annual Finance Act lixmg 
the rate or rates of super tax for that year. 
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Illustrations. 

1 The livable income of X for the year ended 31st March 194? 
consisted of Rs. 3,0u0 each trom salary, interest on securities, property, 
business and dividends (gross) and also Rs. 3,000 capital gains. What is his 
t ix liability for the assessment year 1947 48 ? 

\s capital profits which do not exceed Rs. 15,000 are totally ignored, the 
t jtal income of X-is Rs. 15,000 , and after giving the earned income allowance 
of Rs. 1 200 m respect of salary anu business income, the assessable income 
is Rs. 13,800 He will therefore have to pay income-tax amounting to 

Rs. 1,675 less the amount of income tax deducted at source on salary, 

interest on securities and dividends. 

2. The taxable income of X for the year ended 31st March 1947 
consisted of Rs. 10 000 fiom property and Rs. 15,000 from business and also 
capital gains amounting to Rs 25 000. 

He paid Rs 3,000 as life insurance premium on a policy for Rs. 25,000 
Calculate his tax liability lor thi- assessment year 1947-48. 

His total income is Rs 50,000 , and after making an allowance of 
Rs. 3 000 for earned income from business, the assessable income is Rs. 47,000 
on which income tax will be calculated as follows : — 

On Rs. 22,000 .. 4,125 0 0 

On capital gams of Rs. 25 000 .. 1,562 8 0 

5,687 8 0 

Average rate of income tax 23*23 pies per rupee. 

Amount of rebate on Rs. 2 500 for premium 302 8 0 


fax payable Rs. 5 385 0 0 

3. For the year ended 31st December 1946, the taxable income of X 
I rom business amounted to Rs. 24,000, and he made a capital gam of Rs 50,400 
by selling a capital asset on 15th July 1946. What is his tax liability for (lie 
assessment year 1947-48 ? 

His total income for the previous year ended 31st December 1946 is 
Rs. 74,400 , and alter making an allowance of Rs. 4,000 on account of earned 
income, the assessable income comes to Rs.70,400 on which the income tax 
will be as follows » — 

On R s . 20,000 3,500 0 0 

On capital gams of Rs 50,400 .. 3,325 0 0 


Tax payable Rs. 6,825 0 0 

The income tax on tile capital gains has been computed as follows » 

On Rs. 50,000 at one anna per rupee 3,125 

One half ot Rs. 400 being excess over Rs. 50,000 200 

Rs. 3 325 

4. The taxable income from business of X Ltd. for the year ended 
31st December 1946 is Rs. 50,000 , and it also made a capital gain of 
Rs. 50,000 on 1st October 1946. How much income tax and super tax will it 
be retired to pay for the assessment year 1947-48 < 

The total income of the company (or the assessmen' year 1947-48 is 
Rs 1,00,000 on which it will pay income Ux at 5 annas m the rupee. It will 
also have to pay super tax at the rates prescribed as given in Appendix B, 
How the super tax payable by a company is computed will be explained and 
illustrated in a subsequent chapter. 


CAPITAL AND REVENUE. 
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(e) For raising capital monies for purposes of the business such as 
brokerage and commission pai 1 for procuring loans 

Revenue Expenditure Any expenditure which is incurred for the 
following purposes is revenue expenditure — 

(а) For purchasing a-se's intended for resale at a profit or for being 
made into saleable goods Mich as the cost of goods, raw materials and stores- 

(б) For maintaining capital assets m g «od working order, c. g , repairs 
and renewals of buddings, machmerj furniture, etc., or the cost of spare 
parts of machinery 

(c) For meeting the day to-day expenses of carrying on a business such 
as rent, taxes, salaries wages carriage, etc. 

Difficulty may often be experienced m deciding w hether a particular 
item of expenditure should be treated s capital or revenue , but this difficulty 
may be easilj removed by asking the follow ing questions 

1. Does the expenditure result in the acquisition or retention of a 
capital asset ? 

2. Is there an addition or improvement to a fixed asset ? 

3. Has it in any way improved the income-producing capacity of the 
business ? 

4. Has it been incurred to raise anj capi al sums for the business ? 

If the answer to any of these questions is in the affirmative, the expendi- 
ture is capital, but if the answer is in the negative, the expenditure is revenue. 

There are certain expenses (such as purchases of raw materials and 
stores, wages and salaries, repairs, legal charges, advertising, brokerage, 
commission, etc.) that are usually of a revenue nature. Bu* it does not mean 
that they are always so The follow ing are examples of expenses, which are 
usually revenue but which under certain circumstances become capital : — 

1. Flaw Materials an i Stores The cost of anj raw materials and 
stores consumed in. the making of a fixed asset runs* be regarded as capital 
expenditure, and must be transferred from the account of raw materials and 
stores to the debit of the a^coun* of that particular fixed asset. 

2. H'oges and Sal mes Wages and salaries of workmen employed in 
the const! notion of any fixed -is c et are capital ex pend rare and must be treated 
as part of the cost of the asset. For example, if a mill companr decides to 
make additions to its fact jr> buildings, and, ms'ead of giving the construe 
tion work to an outside contractor, employs its own men for the purpose, the 
wages and salaries of such persons for ihe period they are engaged on this 
work are not revenue expenditure but must be treated as capital expenditure 
and debited to thv Buildings \ccounu Similarly if an engineering firm 
manufactures a machine for its own use, the wages and salaries of persons 
employed on this work are capital expenditure and mus* be treated as part of 
the cost of that particular machine. 

3. Carriage and Freight • Carriage and freight in connection with the 
acquisition of a fixed asset are capital expenditure. 

4. Repairs* If a secondhand fixed asset is purchased, the cost of 
immediate repairs m order to pat i* m'o an efficient state is capital 
expenditure. 

5. Legal Charges • Legal expenses incurred in connection with the 
purchases of fixed assets such as land, buildings, patents, etc., are capital 
expenditure, and so are the legal expenses incurred in order to retain a 
fixed asset. 
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6. A, h enislin'. Expenditure on ordinary advertising necessary to 
maintain sales is revenue, lint the cost of special advertising undertaken 
for the purpose of introducing a new line of goods maj be treated as capital 
expenditure because its benefit will exund to future yeais. 

7. Dex el op me at 1 xpuiditure. Certain c ncerns, such as collieries, 
railway companies, electric supply compame unmng companies, tea and 
rubber plantations, etc , require a very long period of development before 
they can begin to earn income. All expenditure necessarily incurred during, 
that period is called development expenditure and is treated as capital, 
although it consists of items such as wages salaries, rent taxes and so on 
which are all of a revenue nature 

Apportionment between Capital and Revenue, \n item of expenditure 
is usually either capital or revenue but it may sometimes happen that it can 
not be properly allocated in its entirety to ei her capital or revenue, because 
it partakes of the nature ot both, as for example, the combined cost of repairs, 
renewals, alterations and extensions of a fixed asset such as buildings or 
machinery. 

In such a case it will be necessary to split the particular expenditure 
into its capital and revenue parts, namely so much capital and so much 
revenue. Tins will be done by finding out how much of the expenditure 
really represents the cost of improvements or additions and how much of it 
is m the nature of pure repairs The former amount will be capital expendi- 
ture and the latter amount revenue. 

The question whether a particular item of expenditure is capital or 
revenue assumes a special significance in income-tax assessments, and there 
are a number of Important cases decided by High Courts in India in that 
connection, It is indeed sometimes difficult to draw a line of demarcation 
between what is capital expenditure and what is revenue expenditure as will 
be apparent from the following example 

The Central India Spinning Weaving & Manufacturing Co„ Ltd., 
Nagpur, incurred an expense of Rs 2 577 in connection with a suit which it 
had brought against the Binod Mills, Ltd Ujjain, to restrain the latter com 
piny from using a trade mark to which the tormer company had acquired 
an exclusive right by I >ng user. The former company as the assessee in 
income-lax proceedings claimed this expenditure as revenue expenditure. 
Its claim was rejected by the Income Tax Officer and Appellate Assistant 
Commissioner ol Income Tax on the ground that it was capital expendituie 
being a non recurring outlay for retaining a capital asset. That view wa' 
upheld by the Income Tax Appellate Tribunal on the ground that the trade 
mark was a capital asset of the assessee company, and that consequently the 
legal expenses incurred for protecting it against infringement was capital 
expenditure . On a reference to the Nagpur High Court it was finally decided 
that the expenditure in question was a revenue expenditure. It means that 
this expenditure was regarded as revenue by the assessee company, as capital 
by the Income Tax authorities and ultimately as revenue by the High Court, 
and the arguments advanced by each of he three parties were as follows 5— 
1. The assessee company contended that the civil suit against the Bmod 
Mills, Ltd., was necessitated by the infringement of the assessees’ trade mark, 
and that therefore the legal expense was incurred for arresting losses or 
reduction of profits which might have resulted in the goods of the Binod Mills, 
Ltd., being accepted as those of the assessee company. It means that the 
expenditure incurred by the assessee company was directly connected with 
its trade, was incurred for the purpose of preventing their profits from being 
reduced by the illegal use of us trade mark by another company, and it was 
therefore revenue expenditure. 
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2. The Income Tix Appellate Tribunal held that die trade mark was a 
capital asset of the asscssee company and consequently the legal expense 
incurred for protecting it against infringement was capital expenditure 

3 The Nagpur High Court finally decided that the expenditure was 
revenue expenditure and not capital expenditure, because the asscssee had to 
displace a counterfeit trade mark which prejudicially affected the sale of its 
goods. 77 c threat u is tot hrtete i touards tl e capital of the cottpany bit 
(Guards its tralc Th*. capital is concerned with production, while the 
trade is concerned w tn selling with a view to proti (he goods which 
the asscssee has manufactured The counterfeit trade mark introduced m o 
the market by die assessec’s unscrupulous rival must be de raed to have had 
serious effect on the volume of ihe sale of the goods manufactured b> die 
assessce The object of launching legal proceedings again t the competitor 
was to res ore die trade to its original standard. It was not merely a voluntary 
act intended to improve the sales but an act necessary to preven an actual 
loss in the «-a!cs The drop m the sales impaired directly the dividend earning 
power ol die Company not t speak I its status or reputation and had nodung 
tn do with its capac ty to manufacture them and had no bearing on the capital 
The asscssee was hit not as an industrialist but as a trader the expulsion of 
the counterfeit trade mark from the market by means of litigation in Court 
did not make any addition to die capital of the company or bring any 
additional advantage but only removed an impediment in die way of earning 
legitimate profits by ale ol the g**ls produced by the asscssee In view of 
tins die legal expense of Rs. 2 577 was held to be revenue expenditure. 

It must be pointed < ut that expend ture incurred in defending a capital 
» set may m some ca-es be expenditure ol a capital nature as, for instance, 
the legal expense incurred by the Kangra Valley Slate Co., Ltd., for defending 
a suit brought by a village proprietary bou> to eject the company from certain 
sla e quarries, was held by the Lahore High Court to be capital expenditure. 
Ail at ack on a trade mark by infringement was however, regarded not as an 
attack on a cap tal asset but rather as an attack oc existing aud future trade 
and on the value of saxtk in trade, existing and in course of manufacture and 
to be manufac ured in the future Guen below arc a few more examples of 
capital and revenue expenditure — 

1 A company c«tallishe I a pension fund for its s aff The fund was 
constituted by a trust deed which provided tha members should contribute a 
percentage of tli ir salaries to the fund that the company should con nbute an 
arnoun equal 1 1 half the contribu «ons of the members and that the company 
shculd contribute a sum of kil 784 to for n nucleus of tiie fund The company 
contributed that 'um of k 31 784 out ot current profits This initial contribu ion 
was held to be capital expendt ore on the ground that the pujment 1 1 a large 
ucn of L31 784 by the company which it was not under any liability to make 
was e thcr withdrawal ol capi al Irom the business lor the purposes of the 
fund, or capi a] employed in creating an asset or advantage in the business 

3. \ company incurred expenditure in del ending, as lessee of certain 
la id m a village the suit for possession and injunction inst tn ed by the lessors. 
The legal expenses thus incurred bj the company were 1 held to b capital 
expend ture because the company had secured this land by a perpetual lease 
for the purjose of quarrying state, die land was therefore clearly part of its 
cap tal and any a tack made on lliat capital if successful would have resulted 
in its being a loss to the company Consequently it could be said that it was 
capital expenditure in the sense that I y expending money in defending the 
suit once and for all it ensured the land permanently to die company 

3. V person, who was a shareholder in a company and carried on 
extensive money lending business advanced a loan of Rs. 10 lakhs to the 
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company at a time when it was in serious financial, difficulties. Some of the 
other shareholders brought a suit against him that the loan of Rs. IQ lakhs 
was only a part of the promise made in an alleged agreement under which he 
was to finance the company and that he hid failed 'o implement his promise. 
He was therefore sought to be made liable to the extent of Rs. 60 lakhs as 
damages for breach of his agreement. The suit was eventually dismissed 
and the expenses incurred in defen 1 ng the suit were held to be revenue 
expendi ure on the ground that the n oncy which a hanker or a moneylender 
employed m his business was his stock in trade and the money expended for 
the purpose of insuring the stock in trade of a business must be considered to 
be exp nditure in the nature of revenue expenditure. 

4 \. brewery company spent money n publishing anti prohibition 

literature just before a poll in which the issue was whether there should be 
prohibition or not This expend ture was held to be capital expenditure on 
the ground that it had no direct bearing on the profits and gams of the 
business but was intended to secure an enduring benefit of a capital nature. 

Capitalised Expenditure Wnere a certain revenue expenditure is of 
such a nature that its benefit is not completely exhausted in the year m which 
it is incurred or where a revenue expenditure is of a non recurring and 
special nature and large in amount, it may not be completely written off in 
the year in which it is incut red, but it may be spread over a number of years, 
a proporti nate amount being charged io each year. The balance of such 
expenditure which is carried forward to subsequent years is known as 
cal I i-xpL iJiiurc or iejerre t rivcntu expenditure , which appears in the 

Balance Sheet as asset until completely written off. 

2. Capital and Revenue Payments. 

The diSerencc between expenditure and payments must be carefully 
noted. Expenditure is the full amount actually incurred whether paid or not , 
whilst payments refer to the amounts actually paid. Thus, a capital payment 
is an amount actually paid on account of -ome capital exp nditure, and a 
revenue payment is an amount actually paid on account of some revenue 
expenditure 

If machinery is purchased from X for Rs. 20 000 by payin o Rs. 10,000 in 
cash and promising to pay the balance in six month » time, Rs. 20,000 is 
capital expenditure but only Rs 10 000 is a capital payment. Similarly if 
goods are purchased from Y as to Rs 10,000 for cash and Rs. 10,000 on 
credit Rs. 20,000 is revenue expenditure but only Rs. 10,000 is a revenue 
payment 

3 Capital and Revenue Profits. 

In order to prepare the final accounts of a business correctly, the 
distinction be‘ween capital and revenue profit is also important , and this 
djximrJjno depends very largely upon the source- from jv.bjrh z particular prpfcs 
has been derived. 

Capital Profit .This means a profit maoe on the sale of a fixed asset or 
a profit earned on securing capital for a business For example, if a building 
standing in the books at Rs 12,000 is sold for Rs. I5,0u0 the profit of 
Rs 3 000 thus made is a capital profit, or if a limited company ra>scs a share 
capital of Rs. 10 00,000 at a premium of Rs. 10,000 such premium is a 
capital profit. 

Revenue Profit This is the profit made by trading, e. g., profit on sale 
of goods, income from investments, commission earned, discounts received, 
rent received, interest earned, and so on. 
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4. Capital and Revenue Receipts. 

It is imjv rtant to remember the difference between prott s and receipts. 
Profits arc the amounts ac’ualty earned whether received or not . while receipts 
are the amounts actudly received. Thus, a capital receipe is an amount 
actually received ei’her on account of some capital profit or on accoon* of the 
sale proceeds of a capital asset or on accoort ot capital introduced into the 
business, and a revenue receipt is an amount actually received on account of 
some revenue profit or on account of the sale proceeds of some floating asset. 

The following are some examples of capita! and revenue prof's and 
receipts 

1. A cement company had, among its objects, the acquisition of an! 
dealing in shares which might promote the interest ot the company, and the 
lending and investing of money of the company. A cerain sum representing 
pro' ts made by it on sale of some shares which were purchased by it oil* ot 
surplus capital from a sister concern was held to be rt venue pr itit, bacau<c 
the transaction in the purchase and sale of shares was a business transaction. 

2. V firm acted as agents a nd on the termination at the agency they 
were paid a certain lump sum of money by their principals as i impvnsa'ion 
for the loss of tltetr agency. The money so received is a capital protit, as it is 
a receipt in respect of a capital asset in the nature of goodwill 

3. A limited company, as buyers, enter* d into a contract with another 
company, as sellers, tor the supply by the latter ot certain i hcmical salts to be 
sold for use as agricultural chemical. When the • > attract his three years still to 
run, the vendor com piny wished to terminate it, and it was accordingly agreed 
that they should be entitled to do so on paying the buyer company 514,730. 
This amount m the hands of the buyer company is a revenue protit which the 
recipient would or might have made under the contract had it not been 
terminated. 

4. X was the managing director of a company which had agreed to 
remunerate him by a pcrcen'age share of its profits. Later on it was felt tha* the 
agreement was not in the best in'crcsts ot the com -any, and it was therefore 
agreed tha it should be terminated by paymg X £*,000 as compensation for 
the loss of his right t > luture remuneration. Thi amount of £4,000 in the 
hands of X was he'd to be a capital receipt, since it was received by him, not 
under a cwtrict ot emplovmcnt or as remuneration tor services rendered 
or to be rendered, but as compensation tor giving up a right to remuneration. 

3, X Compmy, which was carrying on the business of producers of 
plays, purchased the production of a play for Rs, 1,000 and w is granted the 
sole I cense to perform the play for a period of five years. \s the nlm righ’s 
in the play had already been s 0 ld by the licensor t . another company, the X 
G mpany brought an action agams» the licensor for darna ges and w as awarded 
Rs. 5,tXiO as damages. \s the measure of the it images was really the loss of 
profis winch the X Company suffered by the breach of contract, ttwasa 
revenue profit. 

6. The publishers of a literary work paid the author /1 50 for a licence 
to publish an edition of the book. SI 50 in the hands of the author was 
regarded as a capital receip as it represented the sale proceeds of the 
copy right. 

7. Where a ceram sum of money was pud to person in serlomcnt of 
bona tide claim on his pan to be entitled to an ui'cri s* in thv capital of the 
business, the money so received was a capital receipt. 

8* X was a director of a company. He was thinking ol resigning his 
position but the company vfis anxious to retain his services and it was agreed 
that he should remain a director on a remuneration ol £ 100 per year and a 
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Revenue Lass, This is the loss incurred in trading operations snch as 
loss on the sale of goods. 

The following are some of die examples of capital am! re venae losses:— 

1. Sams embezzled by the servants of a business are a rc\cnue loss, 
because they arc a loss incidental to the conduct f the business. 

2. Where a partner took over some book debts at the dissola'ion of a 
firm, and those debts turned out to be irrecoverable the lo«s sustained was 
not one incurred as a trading loss, b a' was a capital I >ss 

d. The manager of a company embezzled a sum of kl2 625, and 1 * was 
held that the loss was of a capital nature. The manager was aoth iri'ed to 
draw on the company’s banking account. Once the company's assets are 
Converted into money, i becomes portion of its capital f r reins estmem and 
any withdrawal of such capital, whether authorised or no', is a capital I ss 

4. A fire, earned on business in cloth yarn and money lending. Ii 
deposited with an oil company Rs 50 009 in consideration of being appointed 
organising agents of the oil company, rhrough the failure of the company a 
part of this deposit was los , and u was h Id that the loss was ot a capital 
nature. The deposit was not a loan made in the course of carrying on the 
business of organising agents or in the course of the business of a money 
lender. It was exacted by the company as a condition of «he tirm I emg 
given an agency which it hoped to manage profitably , the purpose of being 
permuted to engage in aucli a business must be considered to be a purpose 
of securing an enduring benefit of a capital nature and the deposit amount 
coaid not be regarded as an expenditure made in die course of carrying on 
an existing agency or any other business. The loss of the deposit was there- 
fore a loss ol capi'ak 

5. Where a person residing in British India carries on a money-lending 
business at a place outside British India where a different currenqr prevails, 
the loss incurred by him owing to variation in the rate of exchange is a revc 
nue loss, because it is directly connected with trading. 

6. A firm's sources of income were import and sale of ptecegoods, 
commission agency, interest on securities, dividends and property. Certain 
dacoits armed widi pistols with the assistance of an employee of the firm 
entered the firm’s office where the cashier and the mumm were counting and 
totalling the realisations of the day and carried away Rs. 14,400 by lorce. 
There was no evidence to show that the firm earned on moneylending business 
or banking though it used to receive moneys from others on m'erest and use 
the same in its business. In view of the nature of the lirm’s business the 
money earned away could not be regarded as its stock -in trade. The loss was 
therefore a loss of capital. 


Test Questions. 

1. What criteria would you apply m distinguishing capital expenditure 
from revenue ? 

Discus* the admissibility of the following claims for expenses against 
business profits : — 

(a) Legal charges incurred m filing a suit for infringement of trade 
mark. 

(A) Legal charges incurred in defending a pre-emption suit in re«pect 
of the business premises owned by the assessee. 

(c) Initial expenses of registration of a trade mark. 

( d ) Loss of cash sent to the bank for credit in current account, the ca«h 

being snatched away by a thief from the employee. 



CHAPTER 10. 

DEPRECIATION AND OBSOLESCENCE. 

Depreciation of a fixed asset »s the permanent reduction in its value. 
This loss in value may be dne to wear and tear (u e. use) lapse of time, 
exhaustion of the subject matter, or accident. But for income-tax purposes, 
allowance is made only for depreciation caused by wear and tear. 

According to section 10(2) (vi) of the Indian Income Tax Act . depre- 
ciation is allowed at the prescribed rates on ihe written down value only for 
buildings, machinery, plant and fnrniture a which arc the property of the 
assessee and which are use l for purposes of business, profession or roca/io« 
In the case of ocean going ships, depreciation is, however allowed on the 
original cost instead of on the written-down value. 

A bnildmg is deemed to be used for business purposes when it is used 
for the production of commodities, or for storage, or for distribution, or for 
administration, or as a welfare budding. The term plant includes vehicles, 
books, scientific apparatus and surgical equipment. 

It is to be particularly noted that depreciation is allowed only on account 
of user (active or passive) and not on account of non user. That is whv no 
such allowance is permissible in the case of an asset lying idle. An asset 
\\ ill not be regarded as Ivrng idle when it is actually used or when it is 
intended to be used. For example, if some machinery purchased is not yet 
erected in the factory but is lying in store, then such machinery is lying idle. 

If the user is partial, then the depreciation allowance wdl also be partial, 
as pro\ idcd in section 10 (3) The term 'partial user' does not mean partial 
in relation to time, but partial in relation to purpose. Thus, if an asset (say a 
motor car) is used partly for business and partly for the private ose ot the 
proprietor, then the depreciation allowance in respect of the motor-car will be 
only partial. But if an asset is purchased m the middle of the accounting 
year, depreciation thereon will be allowed in fall and not according to the 
time. If an asset is sold during the year, both the vendor and the purchaser 
would be entitled in their respective assessments to the fall and not merely a 
proportionate depreciation allowance. 

Who Is entitled to depreciation? It is the owner that is entitled to 
claim allowance for depreciation \ leasee, who carries on business, having 
taken on lease buildings or machinery or plant, is not entitled to claim the 
depreciation allowance. 

Where an assessee lets on hire machinery, plant oi furniture belonging 
t> him and also buddings, and the letting of buddings is inseparable from the 
letting of the said machinery, plant or furniture, depreciation is allowed for 
such machincn , plant, furniture and buddings to the lessor. 

Replacement Instead of depreciation. In the following two cases, the 
cost of replacement may be claimed as an allowance in place of depre- 
ciation 

(<i) In the case of furniture, if the assessee so desires, he may claim the 
cost of replacement instead of depreciation, but such-replacement cost should 
no* include the cost of any improvement. 
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(6) In the case of asscssees, drawing income from railway and tram- 
ways (not being electric tramways) they have the option to claim actual ex 
penses incurred in the accounting year on repair, replacement and renewals in 
place of the depreciation allowance 

In tial Depreciation. The Indian Income-Tax Amendment Act of 1946 
has made provis on fur the gran of the follow mg initial depreciation on account 
of «£„ budd ngs and machinery or plant tn rested oj the year of erection or 
ULtaliation. 

(a) In die case of bcild ngs die crcc* on of which is begun and 
c mple ed b“*wecn 1 t Apri 1946 and 31st March 1948 (both days 
mein \ e) a 15 per ecu- of the co t thereof u the assessee , 

In tbe ca=e ot build ngs the erecnon ol uh ch was begun after 31st 
March 1945 and completed before 1st April 1946 at 10 per cent, 
of the cost thereof to the assessee , 

(c) In the case of buddings, the erection of which is to begin after 

31st March 1948 at 10 per cen of die cos thereof to the assessee , 

(d) In the case ol new machinery or plant installed after 31st March 
1945 a 20 per cen of the cos thereof to the asseSSee, 

Thi c initial depreciation allowance is graned in addition to the u*-oal 
depreciation allowance , bat it will not be taken in.o account in arriving at the 
written -dow n value ot an asset. 

Th:« initial depreciation is B rann.d only in respect of new buddiugs 
erected and , ew machinery or plan installed after the 31st March 194o This 
relief has been gran ed in order to assu industrial concerns to start their work 
of reconstruction and to modernise and o re equip their worn out plant. 

Conditions for the grant of depreciation allowance. To obtain deprecia- 
tion allowance the following two conditions must be fulfilled , (l) The required 
particulars regarding deprecia ion (as given in Part V of the form of return 
of income) must be furnished to the Income-Tax Officer, and (ti) Tbe 
aggregate amount of the depreciation allowance should not exceed the actual 
c «t ol the asset to the assessee. It should, owever, be noted that under the 
pre-em system wheiede prec ation is calculated on the written down value of 
an as*et, the totaldepreciation allowed can n^ver exceed the cost of the asset. 

Prescribed Rates of Depreciation. These are given in Appendix A 

Written-down Value. The written-down value of an asset means {a) m 
the case of an asset acquired in the previous year, the actual cost io the 
assessee , and (b) m the ca«e of an asset acquired before the previous year, 
thv atrual cos to the asses«ee less all depreciation actually allowed to him 
except any initial depreciat on It means that the term written-down value 
does n t include anj urab'-orbed depreciat on. 

Hut the fir<t proviso to secaon 10 (5 , which has been inserted b> the 
Income-Tax Amendmen' Act of 1946 has tr .reduced a qualffica ion to the 
abcAe medisd ot calculation of the written-down value. This proviso states 
that in respect ot a budding previously owned by an assessee and brough 
in o use for the purpose of his busmess after 28 Ji February 1946, the written 
down value 'had mean the actual cost to the assessee mtuus such depreciation 
as would have been allowable, had the budding been used all along for the 
porpo^e of the baseness. The rate of depreciation chargeable for this inter 
vening period will be the. ra e in force on the date of the introduction of the 
building in o the bus dess. This proviso will apply even in respect of an 
ancient budding acquired a the tune when under the law then in force depre- 
ciation allowance was not though, of. 
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The actual cost in the ca«e of acquisition by purchase would be the price 
paid lor the bndding, machinery, plart or furniture plus any other incidental 
capital expenditure such as cost of transport, import duties, cost of erection, 
etc. But in the case ef a transferee of a business, who purchases the budd- 
ings, machinery, plant or furniture at a valua ion from his predecessor in 
interest, the actual cost is fixed at the cost at which he purchases and not the 
cost to the original owners In cases wh re the acquisition is made not 
by pnrcha«c but by a beques or a gift, the actual cost to the legatee or donee 
would be ml, and hence there »s no scope for giving any depreciation or 
obsolescence allowance to him at all 

Succession to Business. When a person succeeds to a business, the 
depreciation allowance due to him in respect of buildings, machinery, etc., 
taken over by him from his predecessor should be worked out on the basis of 
actual cost to the purchaser and not on the cost t o the predecessor. 

But where, owing to a change in the proprietorship of a business, the 
successor is taxed in respect of the profits received by his predecessor under 
the proviso to section 26 (2), the actual cost to the asscssec shall be the actual 
cost to the person succeeded. That is to say in the case of the first assess 
roent on a successor the predecessor’s right is carried over intact. 

Unabsorbed Depreciation. When, on account of the absence or insuf- 
ficiency of profits of any business of the assessec, the full or a part of the 
depreciation allowance cannot be claimed the balance of the depreciation 
allowance not so claimed is known as unabsorbed depreciation. But the 
amount of depreciation which is disallowed for any other reason (e. g., the 
required particulars not furnished to the Income Tax Officer) is not included 
in the term unabsorbed depreciation. 

If an assessee, in addition to his business income, has any other source 
of income sash as salary, income from property, etc., then the amount of 
unabsorbed depreciation can also be set of! against such other income , and 
only the amount of depreciation not so set off will be the amount of unabsorbed 
depreciation to be carried forward 

The pro\ iso to section 10 (2) (vi) regulates unabsorbed depreciation as 
follows : — 

(a) Unabsorbed depreciation on accoun of assessment years prior to 
1939-40 cannot be carried forward Lut should be capitalised, i. c., 
added to the depreciated value of the asset for the purpose of 
arriving at its written down value for 1940-41 assessment , 

(l>) Unabsorbed depreciation or account oi assessment years 1939-40 
onwards can be carried forward tniifimlely to be claimed in 
fnture assessments subject to the condition that, if there is a busi 
ness loss aUo caused fciwatd, such business less -kiU lyi sc', eft 
first before allow mg the unabsorbed depreciation. This provision 
is obviously in favour of the assessee, because business looses can 
Lc earned forward fir fu ure set-off only for six years, whereas 
the unabsorbed depreciation allowance can be carried forward 
indefinitely. 

Wheaabu>mesj is closed in any year, die carry forward of its unab 
«oibcd depreciation will not be allowed, and the unabsorbed depreciation 
all wance like any other loss will have to be regarded as a capital loss 

Computation of Depreciation Allowance. Unlike ooso'esccnce allow 
ance it is not necessary for the depreciation allowance that it should be actu- 
ally written off m the books of the assessee. 

The wntten-down value sjstcm, which was adopted for the first time in 
the assessment year 1940-41. renders it unnecessary to work out separately 
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the allowance on each addition made to the asset, since the allowance at the 
fixed percentage is due on whole written down value of the asset in each 
class regardless of the date of purchase. For the calculation of depreciation 
all that is necessary is this , 

(<t) Group the assets according to the rate of depreciation allowed, 
e. g„ all assets entitled to 6°/ 0 depreciation put together, and so on ; 

($) From the written down value of the asset brought forward from 
the previous financial year, deduct the previous assessment's 
depreciation allowance , 

(c) Add the cost of additions and deduct the sales of assets, if any, 
made during the previous year , 

(</) The written dnwn value of the asset for the current assessment 
having thus been ascertained, work out the depreciation allowance 
at the prescribed rate. 

For the next assessment year, the process will be repeated. 

Extra Shift Allowance, in the case of machinery and plant, an extra 
depreciation allowance up to a maximum of 50 per cent, o 1 the normal 
depreciation allowance is allowed where an assessee claims such allowance 
on account of double or multiple shift working and satisfies the Income-Tax 
officer that the asset has actually worked double or multiple shifts. This is 
known as extra shift allowance and is proportionate to the number of days 
during which double or multiple shifts are worked. 

For the purpose of granting this extra allowance the normal number of 
working doys throughout the year will be taken as 300. For example, if a 
factory has worked double or multiple shifts for 100 days, the extra depreciat- 
ion allowance will be one third of fifty per cent, of the normal depreciation 
allowance for the whole year in respect of machinery and plant. 

Illustrations. 

1. It a business, whose accounting year ends on 30th June, purchased 
machinery for Rs, 50,000 in October 1945, then for the 1947-48 assessment 
year the written down value will be Rs. 50,000 and the depreciation allowance 
(at 7°/ 0 ) would be Rs. 3,500. 

2. A factory budding (second class) was acquired for Rs. 50,000 in 
June 1945 by a firm whose books are closed at the end of the calendar year. 
Therefore its written down value (at 5 # / 0 depreciation) would be Rs. 50,000 for 
the assessment year 1946 47 , Rs. 47,500 for the assessment year 1947-48 ; and 
Rs, 45,125 for the assessment year 1948 49. 

3. \ firm which closes its books on 31st March acquired in July 1938 
an asset costing Rs. 20,000, the prescribed rate of depreciation on this asset 
being 9% on the written down value. The depreciation allowance for the 
assessment year 1946 47 was unabsorbed to the extent of Rs. 1 ,000, and the 
amount of depreciation actually claimed up to and including the assessment 
year 1946-47 amounted to Rs. 4,000. 

The written down value of this asset for the 1947 48 assessment year will 
be (Rs 20,000-Rs. 4,000) or Rs. 16,000 , and the depreciation allowance for 
1947 48 assessment would be — 

At 97„ on Rs. 16 000 .. Rs. 1,440 

plus the unabsrobed depreciation 

brought forward 1,000 

2,440 
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Assuming that the full amount of Rs. 2,440 is claimed in the 1947*48 
assessment, then for the next assessment > car (1948-49) the writ'en-down 
value of this asset will be Rs. 13,560. 

4. A cotton mill company, who*c accounting y ear ends on 31st Maich, 
purchased certain machinery a 1932 for Rs. 1,20,000, and the depreciation 
allowance actually claimed for this asset ap to and including the 1941-42 
assessment year amounted to Rs. 31,500. 

Work out the admissible depreciation allowance in resp<-ct ol this asset 
forthe assessment years 1942 43 and 1943-44, if the rate of depreciation 
prescribed is 10° 0 on the written down value, if this asset was used double 
shift for 100 days in the previous year 1941*42 and for 200 days m the 
previous year 1942 43, and if the full appreciation allowance was claimed in 
the 1942-43 assessment. {Agra B Com* 19-*3 ). 

Rs. 

1,20,000 

31,500 

88.5CO 

8350 

1,475 

10,325 

1,20,000 

* 41,825 


78,175 
7317 
2,605 
10,422 
. For this 

purpose he purchased machinery far Rs. 20,000 from another person who was 
closing down his business and installed it in his own shop which was 
constructed at a cost of Rs. 10,000 in 1920. 

If in his first assessment for 1946-47 the assessee claims initial 
'IrtrpmrrJiroii, ■provrtreii'pyfne 'income'’! ax Xmenb merit Act oi ’19%, on fne 
boildtng and the machinery and normal depreciation for 8 months on the 
cost thereof, on what basis would you allow th" claims and on what value ? 

Uncome Tax Departmental Lxatit 1940'* 

As both the shop building and machinery are old, he is not entitled to 
any initial depreciation in respect of them, because initial depreciation is 
allowed only in the case of new buildings and new machinery. 

In bis firs; assessment for the year 1946-47 he is, however, entitled to 
the full year's normal depreciation at die prescribed rates on Rs. 10,000 and 
Rs. 20,000 in respect of building and machinery, which figures are their 
wntten-down values. 

As the shop building has beep brought into use before the 2$h February 
1£J6, the first proviso to section 10 l5 , which has been explained earlier in 
this chapter, will not apply. 


Actual cost of machinery 

Less Depreciation actually allowed ... 

Written-down value for 1942 43 assessment 

Normal depreciation at 10% 

Extra shift allowance, being one-third of 
fifty per cent, of the normal 

Depreciation for 1942-43 assessment 

Actual cost of machinery 

Less Depreciation actually allowed 

Wntten-down value for 1943-44 assessment 

Normal depreciation at 10 % 

Extra shift allowance, being two-thirds of 
fifty per cent of the normal 

Depreciation for 1943-44 assessment 

5. A person set up a new business on l«t August 1945 
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Obsolescence Allowance Under section 10 (2) (v»', where building, 
machinery or plant used for business purposes is sold or discarded or 
de moli she i or destroyed the excess of its written down value over the sale 
price or its scrap value (as the ca=e maj be is allowed as an obsolescence 
loss e ubject to the following conditions — 

(a That the amount of the obsolescence loss is actually written off in 
the books of he assessee 

b That where the ale proceeds of an asset exceed the written down 
value the excess will be taxed to the extent of the entire depreciation allowed, 
but any excess over the cost of the asset will be capital profit chargeable under 
section 12A 

For example if the written down value ol machinery which cost 
Rs. 1 00000 is Rs 40 000 and if it is sold the position will be as follows — 

1 If it is sold for Rs 30 000 the obsolescence allowance is Rs 10 000 

2 If it is sold for Rs 40 000, there is no obsolescence allowance and 
no taxable profit 

3. If it is sold for Rs 70 000 there is no obsolescence allowance, but 
there is a taxable profit of Rs 30 000 

4 If it is sold for Rs 1 00 OGO there is no obsolescence allowance, but 
there is a taxable profit of Rs 60000 

5 If it is sold for Rs 120 000 there is no obsolescence allowance, but 
there is a taxable business profit of Rs CO 000 and a taxable capital profit of 
Rs 20 000 

(c) That where an asset is discarded, demolished or destroyed, and any 
insurance aalvage or compensation moneys are received, these moneys it 
they are less than the written down value minus the scrap value, will be 
deducted from the obsolescence allowance admissible, and, it they are greater, 
the excess will be taxed to the extent ol the entire depreciation allowed minus 
the sciap value 

For example the written down value of machinery which cost 
Rs 1 00 000 is Rs 40 003 If it is insured and if it is destroyed leaving a 
scrap value of Rs 10 000 the position will be as follows — 

1 If die insurance mone> received is Rs, 20 000 he obsolescence 
allowance is R-, 10 000 

2 It the insurance money received is Rs 20 000 there is no 
obsolescence allowance and no taxable profit 

3 Ii the insurance money received is Rs 60 COO there is no 

obs lesccnce all wauco but there is a taxable profit of Rs 30 000 

4 If th insurance money received is Rs 90 000 there is no 

obsolescence all wancc but there is a taxable profit of Rs 60 000 

5 ff tfic insurance money received is Rs I tO OuO there is no 
obsolescence allowance but there is a taxable business profit of Rs 60 000 
and a taxable capital profit of Rs 20 000 

(d) That where a building previously owned by an assessee is brought 
into use for the purDoses of his business after the 28 h February 1946 its 
written down value for computing the a noun: of obsolescence loss will be the 
actual cost i nuns alt depreciation that would have been allowable had the 
building been used all along by the assessee in his business s/nce the date of 
its acquisition The rate of depreciation chargeable f< r this intervening period 
will be the rate in force c n the date of the introduction of the building into the 
business. 
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M. 13.— If a claim is made lor obsolescence allowance on the ground of 
discard it *hou1J be made tn the year in winch the asset is actually discarded* 
But this will not prevent an allowance being claimed for obsolescence loss on a 
later actual sale of the discarded asset 

Where aoy building plant or machinery is not nsed wholly for purposes of 
business °°ly the proportionate amount of obsolescence allowance can be 
C aimed* 


Test Questions. 

1. What do you understand by the term Depreciation’ ? How 13 u 
allowed i Who is entitled to it when and to what extent ? 

Explain how the unabsorbed depreciation of one year can be allowed 
subsequently. Does the carry forward of depreciation in any way differ from 
the carry forward of losses i Explain the provisions fully 

(Agra ill. Com 1911) 

2. Write a short essay on “Depreciation and Taxable Income from 
Business”. 

3. Explain and illustrate the meaning of the term ’Written down value.’ 

4 What is obsolescence loss ? It is allowed as a deduction for income 

tax purposes ? 

5, Define the following terms: Plant, Original Cost, Unabsorbed 
Depreciation. 

6 What is extra shift allowance and how is it computed ? 

7. A owns a ginning factory which he is not running himself but has 
leased out to B. A claim for depreciation is made in respect of the factory 
both by A and B. How would you deal with the depreciation claim. 

(Agra M. Com 1947). 



CHAPTER 11 

METHOD OF ACCOUNTING 


Tnt provis ms of section 10 and 12 hai e been so worded as to make it 
clear -ha a* regard income from basine«» and o*her sources no uniform 
a -ih-id of acty jrnng ts j escribed for all tax payers, and that every as~essee 
may, _o far a *-16, ad pt «uch form and =ys*em of accounting as is best 
«ui ed f r h. j arpo es. The only re« notions imposed by *ertion 13 are — 

I That -he meth >d of accoutring adjpted mu? b“ one that clearly 
refects the income of the as es-ee in respect of the previous 
year and 

2. I »« the one regularly employed by him for the purposes of his 
bn«ice<s. 

If the tax payer ooes n_>t regular!) employ a method of accoun'ing which 
clearly reflect* hi* income lor the previous year, the computation will be 
made in uch manner as in the opinion of the I. T. O. does clearl) reflect it. 
Therefore it he accounts kept by an a«sessce are such that the profits cannot 
easily be ascertained frjm them the asscssmcn is made on an assumed flat 
ra e of profi m tne turnover and the bas s of Ihc flat rates is the previous 
prac* ce and expemace of the Income Tax Department. There ts nothing to 
preven- an 1. T O from charging two different flat ra‘es for two different 
a*scssees m the same Jocalry. 

Bn* section 13 dees not justify a bald estimate of income by the LT. O. 
withon* any reav-ns for arriving at the figure. He is no* entitled to make a 
guess wi-hont any evidence. He mu=t be consistent and logical and must not 
ac* arb j-aril / even if he has only to make an esuma'e. in no case may an 
1. T O reject genome accounts merely on the ground that they are compli- 
cated 


v-nange in accounting system — When an a^ses'ee desires to cnange ms 
accoan mg system and makes such a reqnes-, the I T. O. in considering it 
*h juld, if he is prepared to allow the change, take s eps to secure that no 
profi-s escape taxa ion on acconnt of the change. Whether a method of 
accounting has been regularly employed is a question of fact, but it is open to 
the a'sessee to change his method though not from year to year. In doing so 
he «honld satisfy the income-tax authorities tha* he is doing so in jgood faith 
and not with a view to defrauding revenue. 

While section 13 leaves i* to the discretion of the I. T. O. to decide whe- 
ther a particular system of accounting *hould be accepted or whether a 
change in the *y**em of accoun'ing should be allowed, the discretion of the 
I. T O. in this matter can be qne*-ioned in the course of an appeal against the 
assessment. 

System of accounting t — There are three systems of keeping accounts. 

I. The cash basis system — Where a record is kept of actual receipts 
and actual pajmen-s, entries being made only when money is actually collected 
or disbursed. This system is quite inadequate for the needs of a trading 
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concern where there may be a rnmbcr of credit transactions The income of 
a business cannot be compared correctly under this syeem. It is therefore 
unequal for a trader to calcnla e hi« profits cn this system. 

This •^ystew can be verv well adopted in a profession such as that r f a 
dextor, accoun-ant or Iawver where oearlv all transactions are for cash, and 
al«o by oca-trading concerns such a« a club, orphanage, school, college, etc., 
whose aim cf keeping accounts is to secure fha. all income that should be 
received has been r •ceived and hat the actual income received has been pro- 
perlv accoon.ed for. 

If, however, a trader adopts this system of bock keeping and wishes to 
calcula e hi« profit there! rem the difference between the valne of his opening 
and cl ^mg *tocks cos be taken m*o accoon* in doing *0, so that a proper 
and even distribution of his profits over a series of years may be recured. 

2. The mercantile accountancy system : — This is also known as beck, 
protis system of accountancy. Under this syccm a record is kept of all tran 
sactions both cash and credit and a profi* and loss account is prepared in 
respect of all the income and expenditure of the year whether actuallv received 
and paid m cash or not. Under this system cn.nes are made m the accounts 
cn the da*e of the transactions irrespective of the date of payment. This is the 
sj stem by which the trne business profit can be ascertained. 

3. Hybrid system* of accounting 1 — Besides the cash basia and mcrcan 
tile system, there may be several hybrid or mixed systems of book keeping, 
that is to say, a trader may record one «et of transactions on the cash basis 
and for another set he may follow the mere aru ile method, e. g , pnrcnase=> and 
•ados of good-' may be recorded on the mercantile basis and income and 
expenses on the cash ba«is. An assessec can adopt hybrid system 0/ book- 
keeping so Ions as he regularly employs it. 

\OTtt— li is the method of accounting adept-d by an assesses that 
detei mines the period within which any item of gross revenue or any deduction 
therefrom is to be accounted for and which determines whether particular 
allowances are or ate not perm ssib e. It i a for this reason that the Act does 
not contain a complete statement cf the deductions that are permissible or not 
permissible in working out busme s promts, professional earnings or income from 
other sources, since certain allownces can occur only where the raercartile 
accountancj system is adopted There can, for example, be no bad debts where 
the cash system of book keeping has b*en followed. 

Where a complete system of mercantile accountancy has been adopted, 
the assessee has to attach a copv of his Profi* and Loss Accoun* and Balance 
Sheet to his Return of Total Income to be filed w ith the L T. O. 

Where the book keeping records are incomplete or where there is no 
bookkeeping at all. the assesses mav ascertain, bus. gynss pcofa. foam, bis sales 
and then estimate his taxable income b\ deducting the admissible expenses 
from the gross profit. All this information must lx: given in his Return of 
Total Income to be filed with the L T. O. 

Test Questions. 

1. Write an essay on "The Method of Accounting for Income-Tax 
Purposes." 

2. Name and briefly describe the principal systems of accounting 
that may be adopted by as«essees. 



CHAPTER 12. 

SET-OFF AND CARRY-FORWARD OF LOSSES. 

Set-off of losses. 

Under section 24 (l) a loss (not being a capital loss) sustained by an 
assessee under any head of income can be set off against his income under 
another head in the same year of assessment, subject to the following pro- 
visions . — 

1. Where the assessee is an unregistered firm, that firm and that firm 
alone can set otf the losses incurred by the firm, and no member of an 
unregistered firm is allowed to set-off his share of the firm’s loss against 
his own income. 

2. Where the assessee is a registered lirm the loss of the registered firm 
is to be set-off against- the registered firm's own income in the first instance 
and then the balance of the loss allocated between the partners and set-off 
against the partners' own income. 

3. Where an. unregistered firm has been dealt with as a registered firm 
under section 23 (5) {£), losses can be set off like a registered firm. 

Carry forward of business losses for set off against subsequent assessments. 

Section 24 (2) allows the carrying forward of business losses. A loss 
doe to depreciauon can bo carried forward for an indefinite number of years, 
the unabsorbed depreciation not being treated as a loss at all. Other business 
losses (it they cannot be wholly set-off against other income for the same year) 
can also be carried forward and set-off against the profits of the assessee from 
the same business for the following year. It must be emphasised that business 
losses cannot be carried forward and set-off only against income from any 
other business or from any other source. They can be carried forward and 
set-off only against income from the same business, and if that business has 
been discontinued, the right to carry forward the loss lapses. 

If, owing to the inadequacy of profits, the loss cannot be wholly exhausted 
in the year following the year of assessment, it can be earned forward and 
set off against the profits of the next year and so on up to a limit of six years. 

Where unabsorbed depreciation is also in existence, the business loss 
carned-forward should be set off in priority to the setting-off of such unabsorbed 
depreciation. 

With regard to losses by unregistered and registered firms, the same 
provisions operate for the carry-forward and set off under section 24 (2) as for 
the set-off of losses under section 24 il). 

Note. — With regard to the set-off and carry forward of Indian States 
losses and losses under the head "Capital Gams” refer to Chapter 4 and 
Chapter 8 respectively. 

Change in constitution or succession In accordance with the principle 
that the liability or benefit should attach to the person receiving the profits or 
incurring the loss, it is provided that where a change has occurred in the 
constitution of a firm or where there has been a succession to a business 
(otherwise than by inheritance), only the person actually incurring the loss is 
entitled to set it off against his income. 

Thus, when a change has occurred in the constitution of a firm, the firm 
shall not be entitled to carry forward and set off the share of loss of a retired 
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or deceased partner, nor shall any partner be entitled to the benefit of any 
portion of the said loss which is not apportionable to him. 

Illustrations, 

1. If a registered firm consisting of A. B and C is reconstituted, A 
retiring and D coming into the partnership. A bj leaving the firm forfeits the 
right to carry forward his share of the loss made by the old ttrra, although A’s 
right t> set off this lo--s against his other income for the same \car remains 
unaffected, \gain fi, C and D do not inherit this loss and cannot claim to 
set-otl against their shares of the fu*ure profits the share of loss incurred by A, 
Of course, B can carry forward his own share of the loss made by the old firm 
and f*can also carry forward his share. 

2. If A, B and c are equal partners m an unregistered firm which has 
made a loss of Rs. 15,000 and if A dies or retires, the firm of 3 and C as 
reconstituted can cam forward only Rs. 10,000 and not Rs* 15 000 because 
Rs. 5,00CTis the loss of A. a deceased or retired partner. 

3 If \ is succeeded in a business by V, and Y has incurred a loss, he 
forfeits the righ* to carry fornard b\ transferring the business to 1 ', who, 
however, cannot claim to set-off against this profits the loss incurred by A'- 

Determination of loss. The determination of a loss is now important for 
die setting off against future profits, and therefore it is provided that the I.T.O. 
shall pass an order determining the loss and this order is appeallable in the 
same way as an order determining an assessment upon which tax is payable. 

Test Qnestlons. 

1. Explatn fully the provisions of the Income-Tax Act regarding the 

set-off of losses in computing the aggregate income of an assessee, and pomt 
out clearly die differences in (a) losses of the same year, (b) losses of the 
earlier years, (c) losses of a registered firm, and (d) losses of an unregistered 
firm. {Agra ill. Com 1946). 

2. Explain the difference between the set-off of losses and the carry- 
forward of business losses. 

3. How is the set-off and carry forward oT losses affected when there 
is a change in the constitution of a business or when a business changes 
hands ? 



CHAPTER 13. 

TOTAL INCOME AND TOTAL WORLD INCOME 

The method of computing die taxable in omc (or dednctible loss) from 
the various siurccs. 1 . e , salaries, interest or securities, income from property, 
profits < f busim ss, income from other vjurces. and capital gains has been 
< xplami J in detail in thru preceding chapters , and the method rf comput- 
ing the total mcomc and the total world income of an assc c sce will be 
discussed in this chapter. As the t/tal income and the total world income of 
assesses are the bases of their assissmen , *hc correct compatation of these 
two things is an important matter. 

Total Income, The total income of an as^cssec means the total amount 
of mcomc including taxable capital gams) for which he is chargeable on the 
basis of his residence, and whi-h are derived from taxable sources. That 
is to «ay the t/tal income >f a person is computed with regard to Iiis 
residence 

This meaning of the term total income is, however, varied in die follow- 
ing two cases — 

1 Under the second proviso to s etion 53, for die purpose of calculating 

th« amoun of •mp-.r tax payable by a partner of an unregistered 
hrm or a member of an associati n of pers ms where such a firm 
< r association itself has lx.cn as csecd u super tax , 

2 Lndtr die proviso to sectw n 58E, for tin purpose of calculating the 

exemp’ed amount of life intranet premium and provident fund 
contributions of a member of a recogni«rd provident fund. 

Total World Income. Tins includes all income wherever arising except 
income which is twt uxabh. Tlit c jid| utati n of the total world income is 
n quirtd nlv n the case f non n ‘idtnts, wh >st rate of tax on total income 
is det< framed b> reference to their total world income. In computing die 
to al w jrld mr jin , th natatory deduction of R«. 4 500 from the anremitted 
I re gn income sh nil 1 n x be made, because that allowance is available only 
V resident s. 

Other provisions applicable to total income h has already been stated 
in Chapter 3 that under section 4 (3) certain kinds of income arc totally exempt 
from taxation an ' are no* included in the total income of die pers n receiving 
them. Section 16 44D, 44E and 44F, which require that in computing ihe 
total income I an assc*see certain incomes should lx: included, make the 
f< II wing j rovi ions in ri gard t the computation of total income : — 

1 Exempted Income All income which is exempt from both income 
tax and super ax and at aj all income which is exempt from income-tax Lut 
n A fr m >ii|Ar tax (as detailed m Parts II and 111 ol Chapter 3) should be 
included in die t ».al income. 

i Earned Income Allowance. The amount of earned income 
allowance tc which an asses^tc is entitled should be included in his total 
income 

3 Share of a Firm’s Income. When the assessee is a partner of a 
firm his share of the firm's profit < r loss should lie taken, for the purpose of 
com j oting his u -al incomt , to be «alary, intert-J, commission or other remu- 
neration payable to him by the firm in respect of the previous year increased 
or dtcreas d ri s[<ectivelv by Ins share in the balance of the profit or Joss of 
the firm. 
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4. Transfer of Income. If a person makes a settlement of income upon 
other persons (whether such settlement is revocable or not), the assets whose 
income is so settled remaining the propert) of die set lor. then such income is 
deemed to be the income of the settlor or transferor and should be included 
in his total income. 

5 . Revocable Transfer of Assets. If a person makes a revocable 
transfer of assets to other persons than die income of such assets is deemed 
to be die income of the settlor and should be included in his to-al income except 
in die following two cases ' — 

' a ) Where such a settlement is not revocable for a period exceeding 
six years and the settlor derives no benefit, direct or indirect, front 
the income ,and 

6) Where such a settlemen* is not revocabh during the lifetime of the 
transteree (or the beneficiary) and the setdor derives no benefit, 
director indirect, from die income. 

But it must be noted tha' when the pvnod ol non revocabihty expires, 
the settlor will be automatically assessed on tin income, unless he makes a 
new settlement which is non revocable for another period exceeding six 
years. 

Benami Transactions. The word ‘brnami means widiout name. A 
benami transaction is one which is made not in the name of the real person 
but in the name of someone else. Thus, a person in order to evade tax may 
transfer his property nominally in favour of a third party, or a person in 
acquiring some property may not purchase it in his own name but may pur- 
chase it benami in die name of a third person. 

For the purposes of assessment, the income-tax audionties are entitled to 
go into the qacstion of the ownership of property and to make the assessment 
on the real owner. 

6. Dividends. A dividend received by a shareholder is deemed to be 
lus income for the previous year in which it is paid or deemed to be paid, 
and Cor the purpose of computing his total income the actual amount of divi 
dend received should be grossed up as explained in Chapter 7. 

7. Income ol Wile. So mach ol the income of an assessee’s wife as 
ansex directly or indirectly from the following sources should be included in 
his total income i — 

(а) From her membership in a firm of which the assesses is a part 
ner ; or 

(б) From assets transferred directly or indirectly to her by the assessee 
otherwise than for adequate consideration or in connection with an 
agreement to live apart. 

8. Income ol Minor Child. So much of the income of an assessee’s 
minor child as arises directly or indirectly from the following si urces «honld 
be included in his total income : — 

(а) From his or her admission to the benefits of partnership in a firm of 

which the assessee is a partner ; or 

(б) From assets Uansferred directly or indirectly to the minor child (not 

being a married daughter) by the assessee otherwise than for ade- 
quate consideration. 

9. Transfer of Asset to Third Parties. If a person make:, a transfer 
of assets, otherwise than for adequate consideration, to another person or an 
association of persons for the benefit of his (transferor’s) wife or minor child 
or both, then the income from such assets is deemed to be the income of the 
transferor and should be included in hts total income. 
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10 Transfer of Assets Abroad Section 44-D provides that if a person 
transfers assets to a nonresident or to a person not ordinarily resident in 
British India for the purpose of avoiding tax the Income Tax Officer may 
treat the income from such assets as the income of the transferor. 

The principal kind of devic< wh ch th s provision is designed to present 
is the flo ation of a dummy company abroad to take over the assets of a 
weald iy super tax payer in British India Thus a man with a large income 
which is liable to super tax transfers his assets to a private companj of which 
hi is sub tantially the only shareholder and which is registered abroad This 
company being registered abroad cannot be caught under section 23 A which 
deals with non distribution of profits The transferor himself does not receive 
income or di /id ends from the company but he receives loans He is never 
asked to repay those loans because virtually he is the company. So he recei 
ves in the form of loans precisely thi same money which he would previously 
have received in the form of income and therefore he avoids all tax which 
is payable on that income 

The wording of tins sectu n is wide enough to cover all possible forms 
of this device however the legal documents ma) t c worded, but it leaves all 
genuine commercial transactions outside the net The general principle of the 
section is to treat all income wh ch has been alienated by the resident person 
as Jus income whether it is called loans or repayments of loans 

11. Bond Washing Section 44 L deals with avoidance of tax m res 
pect of securities The interest or dividerd on securities falls due on definite 
dates and the h Ider of the security or the share on those dates is the person 
chargeable to tax But if he transfers it just before the due date of the inte- 
rest or the date of the declaration of the dividend, he would become free from 
the tax liability, The extra sale price which he might have received by 
selling the security cum dividend would be merely a capital \ refit in Ins hands 
and may not be taxable Now if die transferee sli uld at tne same time, by 
reasi n of his havin D little or no income otherwise, tie exempt from tax in 
respect of the interc st or the dividend then the tax is wholly or partly avoi 
ded After the due date of the interest or after the declaration of the dm 
dend the transferor can get his security back by a retransfer and put himself 
in his original position with impunity 

This section provides that where the transfer is made with an agreement 
to buy back, the transferor shall be regarded as the owner despite the transfer 
and shall be chargeable in respect of the interest or die dividend. Such trans 
actions are known as bond washing transactions 

The transferee chesen may be a person carrying on a business of dealing 
in securities such as a bank an investment trust or a stock broker, in whose 
hands the profit or loss on the purchase and sale of securities is revenue and 
therefore taxable The purchase price paid by the transferee would neecssa 
nly he greater tl an the sale price.. because the former would be cum dividend 
whereas the latter would be ex dividend and therefore the transaction would 
always show a loss The dealer in securities would be entitled to deduct this 
loss as a business loss but, of course it would be offset by the interest or 
dividend received the net result however bcirg that there i° no payment of 
tax Therefore under section 44 E, if a business man dealing in securities 
buys with an agreement to sell back, the transaction would be completely 
disregarded in his assessment, and the original owner of the securities would 
be held liable to tax in respect of the interest or the dividend despite the 
transfer 

Very heavy penalties arc imposed for failure to comply with the Income 
Tax Officer s demand for information on these matters The penalty can be 
as much as Rs 500 per day so kng as the default continues, 
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How to ComputeTotal Income and Total World Income. 

The total income and the total world income of an asscssee is compu’ed 
as follows : — 

1. To ascertain the total income of an as«essee, first compote the taxable 
income (or deductible loss) of the previous year under each head of income 
including capital gams in the manner described in Chapters 6 7 and 8, and 
then add together the various taxable incomes thus ascertained, deducting 
therefrom the loss (if any) under any head for the same previous year. 
Fur* her, any business loss earned forward from the earlier previous years- 
which satisfy the conditions ot section 21 (2) and (2B) - may also be deducted 
from the previous year’s profit of the same business or from the previous 
year’s capital gains. The resulting figure Irom this calculation would then be 
the total income of the previous year 

In doing so the income and loss arising both in British India and withonc 
British India ‘hould be taken into account subject of course to the deduction 
of Rs. 4,500 from the unremitted foreign income - calculating income arising 
in British India under one heading and that arising without British India 
under another. The latter income may also be further classified into (i) that 
which is assessed on the remiUance basis and (n) that which is assessed on 
the accrual basts. • , 

2. To find out the total world income of a non rcsiden* first ascertain 
the income arising in British India, which is his total income , then to this 
total income add all his foreign income derived from taxable sources, and 
the result would be his total world income. 

Illustrations. 

1. Assume the following particulars regarding the taxable income or 
deductible loss of a person for the previous year ended 31st March 1947, and 
then calcula'e his total income and exempted income (a) when he is a residen* 
ordinarily resident, (b) when he is a resident not ordinarily resident, and 
(c) when he is ~ non resident. In th«' last case ascertain his total world income 
also. 

Income arising in British India i 

1. Salary Rs. 725 and dearness allowance Rs. 100 per month and bonus 

Rs. 1,600. 

2. Interest on tax free securities Rs. 500 and on other securities (gross) 

Rs- 1,000, 

3. A loss of Rs. l.OCO has been computed from property. 

4. Share of profits in a registered firm Rs. 10,000 and in an on re g is- 

*«.wi Vv-u 'i 

5- Dividends (gross) Ks. 600 and interest on fixed deposits Rs. 400. 

6. Total capital gains Rs. 20,000. 

Income arising without British India? 

1. Amount ot foreign income actually remitted to British India from 

Africa Rs. 10,000. 

2. Unremitted foreign income from business in Iran (controlled from 

India) Rs. 11,000, from property in Iran Rs. 2,000; from business 

in Jaipur Sta’e Rs. 12 C00. 

3. A loss of Rs. 1,000 on account of the Iranian badness has al^o been 

earned forward from the 1946-47 assess men* year. 

He paid Rs. 8.000 as premia on his life policies for Rs. 1,00,000. 
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Statement of Total Income. 



(») 

(b) 

(c) 

Ordinary Resident 

Resident 

Noh-resldi 

British Indian Incomci 

Rs. 

Rs. 

Rs. 

1. Salary 8,700 

1). A. 1.200 

Bonus 1,600 

11,500 

11,500 

11,500 

2. Interest on Secuntu s 

Taxed 

1.000 

1,000 

1,000 

Tax free 

500 

500 

500 

3. Property (Loss) 

-1,000 

-l.OTQ 

-1000 

4. Business . 

Profits from register'd firm 

10000 

10030 

10.000 

Profits irom unregistered lirm 

5,000 

5,000 

5,000 

5, Other Sources 

Dividends (gross) 

600 

600 

600 

F. D. Interest 

4G0 

400 

400 

6. Capital Gams 

20 000 

20 000 

20,000 

Total of Indian income 

48000 

48,000 

48.000 

Foreign Incomci 

1. Actually remitted 

10.000 

10,000 

— 

2. U nre milted* 

7,500 

5,500 

— 

3, Uni emitted Indian Slate income 

12,000 

— 

~ 

To‘al Income 

77,500 

63,500 

48,000 

Add all foreign income 



34,000 

Total World Income 



82 000 

•Tins is ascertained <\s follows ; — 

Ordinary 

resident 

Resident 



Rs. 

Rs. 

Rs. Rs. 

Business (11,000-1,000 set on) 

10.C00 


10,000 

Property income 

2.000 




12,000 



Less Statutury Allow nice 

4,501 

7,500 

4,500 5,500 

Statement of Exempted Income. 



(0 

(b) 

(c) 

Ordinary resident 

Resident 

Non-resident 


Rs. 

Ks. 

Rs. 

Tax free Interest 

500 

500 

500 

Life Insurance Premia 

6,000 

6 000 

6000" 

Profits from unrt gistcrcd firm 

5000 

5,000 

5,000 

Accrued income in Indian State 12.000 

— 

— 

Profits from registered firm 




taxed in the hands of the film 


— 

10,000 


23,500 

11,500 

21,500 


•The life insurance premium paid is exempt only when it is paid out 
of an asscssec’s taxable income. It is assumed here that it was so paid. 

For information relating to registered and unregistered firms, refer to 
Chapter 17. 



total income and total i^orld income 8i 

2. A, an ordinary resident, makes a return of his income for the year 
ended 31st March 1947 as follows : — 

Rs. Rs 

Salary • •— 24,000 

Dividend from a tea company, as-cssed on 
40% of ifc> profits, declared in December 

1945 (CcrtUicatc under section 20 produced) 6,000 

Lo s from speculation business discontinued 
In Jmurary 1946 determined in his assessment 
for 1946-47 as under : 

Speculation loss 40,000 

Less Salary and property incomes of the 

) car ended 31-3-46 set off 36,000 4,000 

Total Income 30,000 


Insurance premiums (Receipts produced) Rs. 3,000. 

On enquiry the a-sc«scc supplied the following information : — 

(a) Monthly salary Rs 3,000. The assesscc was on leave for four 
months ex India, and out of four months’ leave salaiy at die rate of 

* Rs 3,000 per month two months’ leave salary was drawn ex-India, 
the balance being drawn in British India on return from leave 
during the following year. 

(b) The di\ idend income of Rs. 6,000 represents the amount declared by 
the company m favour of the asscssce, but 60% of the company’s 
income was derived from agriculture. 

(c) One-fourth of the asses^ec’s house property is reserved for his own 
occupation. The correct rental value of the other part of the house 
is Rs 4.8C0, but the absence’s agent charges one-sixth of the rent 
a-, his commis>ion. 

(d) The particulars ol his insurance policies are : — (i) Endowment 
policy on the life of his wife, capital sum assured Rs. 10,000, 
premium R* 2,000; (u) Whole-life policy on hts own life, capital 
sum assured Rs 10,000, premium Rs 500 ,fm) Marriage Endow- 
ment poltc) for daughter for Rs. 5,000 payable on the happening of 
the marriage, but not otherwise, premium Rs. 5001 

Determine the total income of the assessee and his exempted income for 
ihe assessment year 1947 48. 

Uncotnc"lax Departmental Exam* 1944 • 
Total Income for the assessment year 1947-48. 


Rs. 


Salary ... 

property* 

Letting value of portion Ice 
Less one sixth for repairs 
Collection charges 6% 

800 

288 

4,800 

1,088 

36,000 

Annual value of residence 
Less one-sixth for repairs 

1,600 

266 

3,712 

1.334 

5,046 

Dividends gros> at 60 pics per rupee 


6,857 


Total Income 

47,903 


The exempted income will be Rs 2,000 on account of life premiums. 
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Test Questions. 

1. Under what circumstances can the income of the wife or a minor 
child of an assessee be included in his total income ? Who will be entitled to 
earned income relief in such cases and to what extent ? [Agra M- Com. 1947) 

2. An assessee creates a trust by which the income from assets which 
remain his property is payable to his sister for a period of seven years It 
is claimed that the case falls within the third proviso to section 16 (1) (c) and 
the income is not therefore liable to be included in his total income. Is this 
correct ? 

3. Y has made a settlement by virtue ot which the income from inte 
rest on securities which remain his property, is paid to his wife for her life 
time. The settlement is not in connection with an agreement to live apart. 
How will you deal with the matter ? 

4. What is" the difference between total income and total world income ? 

5. What is a benami transaction ? X makes an investment of hts own 
money in the name of his major son. The yield of the investment is spent 
by the son to defray expenses of hts education. Is this a benami transaction ? 
In whose hands would you assess the investment income ? 

6. Explain the term ‘Bond washing*. How is it prevented by lawj* 



CHAPTER 14. 

DEDUCTION OP TAX AT SOURCE. 

Section 18 provides for the deduction of tax at source m respect of 
salaries, interest cm securities, other in*eres f and other sums chargeable to tax 
paid to non residents, and dividends. 

1. Salaries. 

1. The person responsible for paying any income chargeable under the 
head salaries must, at the time of payment, deduct (a) tn the case of an 
employee who is resident in British India, income-tax and super-tax at a rate 
representing the average of the rates applicable to his estimated total income 
under the head salaries , and (6) in the case of an employee who is not resident 
in British India, income tax at the maximum rate and super-tax at the rate or 
rates applicable to his estimated income under the head salaries. In doing so, 
the earned income allowance mnst be taken in'o account. 

However, if the non resident employee obtains a certificate from the 
I. T. O. that his total income or the total world income is below the chargeable 
minimum or is only liable to a lesser rate, the deduction of tax (both income 
tax and super-tax either shall not be made or shall be made at the lower rate. 

Note * — When calculating the amount of monthly tax deduction from 
the salary of an employee, rebate of income tax (but not super tax) at the average 
rate of income tax applicable to the total incom* of the employee from «alary is 
admissible in respect of the following deductions, contributions and premiums 
subject to the conditions explained t n a previous chapter 

(а) Sums deducted from a gosernment sen-ant’s salary for <ecuring a 
deferred annuity to him or for making proaision for bis wife or children , 

(б) Employee’s contribntions toaproudent fond to which the Proaident 
Funds Act of 1925 applies or to a recognised provident fund or to an approved 
«nperannnation fnnd , and 

(c) Premiums paid by the employee for life insurance if the employer is 
satisfied about the amount of such premiums . 

2. Where salary is payable out of British India, by or on behalf of 
Government, tax mnst be deducted therefrom in India and such salary is to be 
converted into rupees at the prescribed rate of 3/6 to the rupee. 

3. The employer can increase or reduce the amount of tax to be dednet 
ed order to adjust any excess or deficiency arising out of any previous 
deduction or failure to deduct. 

4. When deduction of tax is made by employers other than Government, 
they are required to forward to the L T. O. a statement containing the pres 
cnbed particulars. 

Note — In calculating the amount of tax payable, the fraction of a ropee 
of income is negl-cted and th- amonnt of tar to be deducted monthh is worked 
out to the nearest anna. 

How to work oat the amount of monthly tax deduction. In the examples 
gnen below, the method of calculating the amount of income-tax and super- 
tax to be deducted monthly from the salary of an employee lsillusted, it being 
assumed tha* the employee is a resident, and that the previous year is the 
year ended on 31st March 1947 i— 
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(a) Salary at the beginning of the year Rs. GOO p. m., the increment of 
Rs. 30 bcin g dot after two months, and the employee contributing one anna 
per rupee to a recognised provident fund. 

The total estimated annual income from salary is Rs. 7,5 00. The earned 
income allowance is Rs. 1.5G0 , the amount of income Ux chargeable on 
Rs. 6,000 is Rs. 343-12-0 , die average rate of income-tax is 1 1 pies per rupee; 
and the amount of relief (on provident fund contribution of Rs. 468 12-0 at 11 
pus per rupee) is Rs, 26-130. 

Therefore the amount of income tax for the year is 342 12 0 

Less Relief in respect of P. F. contribution 26 13 0 


Net yearly tax 

Hence the amount of income tax to be deducted monthly 


316 15 0 
26 7 0 


(b) Monthly salary Rs. 725 and the value of a free house provided by 
the employer Rs. 25 per month. At the beginning of the 7th month a bonus 
of Rs. 1,000 is also given to the employee. 

The total annual income from salary estimated at the beginning of the 
year (when the amount of bonus ts not known) would be Rs. 0,000 ; and the 
earned income allowance Rs. 1.800 the amount of income tax chargeable on 
Rs 7,200 would be Rs. 493-12-0, and tht amount of me nthly deduction would 
be Rs. 41 20 

For the first six months the monthly deduction would therefore be 
Rs. 41 2-0, out on the first day of the seventh month, owing to the grant of a 
bonus of Rs. 1,000, the amount of the monthly tax deduction would have to be 
revised thus : 

Total estimated annual income from 'alary 10,000 

Less earned income allowance 2,000 


Taxable Income 8,000 

The amount of income tax chargeable thereon 593-12-0 

Less tax already deducted for six months at Rs. 41-2-0 p. m. 246-12-0 


1 herefore the amount of tax to be deducted in the next 

six months , 347 0 0 

Hence the amount of m mthly deduction ... 57 13 0 


(c) Salary Rs. 2,500 per month, the annual income from salary being 
Rs. 30 000. 

The maximum earned income allowance is Rs. 4,000, and therefore the 
amount of income tax cliargcable on Rs. 26,000 is Rs. 5,375 and the amount 
of monthly deduction of income tax is Rs 447 15-0. 

The amount of super tax chargeable on Rs. 30 000 is Rs 625, there being 
no earned income allowance in respect of super-tax. Therefore the monthly 
deduction of super tax is Rs. 52 l-O. 

The total tax to be deducted from the salary every month will be 
Rs. 500 

2. Interest on Securities. 

1. The person responsible for paying interest on securities must deduct 
income-tax (but nut super-tax) on the amount of interest payable at the 
maximum rate. Bat if the owner of the security gets a certificate from the 
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I. T. O. that his total income or total world income is less than the minimum 
liable to income-tax or is only liable to a low er rate, the person paying in ertn 
shall pay it without deduction or shall deduct income tax at the 1 >tt cr rate 

2. The person paying in erest on securities must give a certificate in the 
prescribed form containing particulars of the deduction to the person from 
whose in crest income tax has been dedusted. H" mus also send to the 1. T. O 
a statement containing the piescnbed particulars 

3. Other Interest and other sum* paid to non residents 

1. The person responsible for paying to a non resident any interest (not 
being interest on securities) or any other sum chargeable to income tax must at 
the time of payment deduct income-tax at the maximum rate, unless he himself 
is liable to pay income tax thereon as agent. If the person to whom such 
payments arc made is a British non resident, and if he obtains a cirtifica e 
from the I. T. O tliat his total world income is loss than the minimum liable 
to income-tax or that his total income is only liable to a lower ra e, the person 
making *uch payments shall deduct it at the lower rate. 

2. Super-tax on such payments made to non rcsidmts is to be deducted 
at the direction of, and at the rates dctcrroiued by the I T O bo* where no 
such direction is received, supertax should be deducted at the ratL appropriate 
to the sums payable 

4. Dividends 

1. Income-tax on dividends is paid by the company direct. \ dividend 
is deemed to be the income of the previous year of a sharch >ldcr m which it 
is paid, credited or distributed, and is increased by the appropriate amount of 
income-tax (but not super tax) applicable thereon The amount of income-tax, 
by which the net dividend is increased, is deemed to have been paid at source 
by the shareholder. 

2. Super-tax on dividends paid to non residents is to be deducted in the 
same manner as the deduction of super tax on interest (not being interest on 
securities) and other sums paid to non residents, that is to say, cither at the 
direction of the I, T. O. and at rates fixe-d by him, or in the absence of such 
direction by the company itself at the rate applicable to the total dividend paid 
to the shareholder. 

3. A certificate to the effect that the profits of the company out of which 
the dividend is paid have either been assessed to Ircome-tax or will be assessed 
to income-tax, and also regarding the deduction of super tax (if any, must be 
given by the company to every shareholder. A statement containing the 
prescribed information as to dividends paid must also be forwarded by the 
company to the L T. O. 

General provisions regarding deduction of tar at source 

1. All sums deducted shall be deemed to be income received by the 
payees. 

2. Amounts deducted shall be treated as payment of income-tax or 
super-tax on behalf of the person from whose income they hast been deducted 
and credit lor the same would be given to him in his assessment for the next 
year. In die case o! a dividend, the income tax by which it is metcasc-d, is 
also treated as a payment of income tax on behalf ol die shareholder. 

3. Where one person's income is included in die total income of anu>her 
[cf. sections 16 (1) (c), 16 (3), 44-D or 44-EJ, credit for income-tax deducted at 
source is given to the latter person and no* to the former. 

4. The sums deducted must be paid over within a prescribed time to 
Government 
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5. If a person fails to deduct tax, or after deducting it fails to pay it to 
Government, he (and in the case of a company, the company also of which he 
is the principal officer) shall be deemed to be an assessee in default in respect 
of the tax. Bat no penalty under section 46 (1) can be recovered from him 
unless such person has wilfully failed to deduct. 

6. The power to levy deduction at source is without prejudice to other 
modes of recovery. 

7 The person who deducts tax at source is bound to give a certificate 
of deduction except m the case of deductions from salaries. The forms of 
such certificates are prescribed in the Income-Tax Rules. 

Noth — In all cases where tax cannot be deducted at source under section 
18 the income is I able to direct assessment, accord log to section 19, in the 
ban Is of the le eij lent. 


Test Questions 

1 In which cases is income tax and super tax deducted at source and 
why ? 

2 What is the difference between 'deduction of tax at source* and 
'collection of tax at source' ? 

3. What are the provisions with regard to the deduction of tax from 
payments made to non residents ? 



CHAPTER 15. 

PAY-AS-YOU-EARN SCHEME. 


Section 18 \, which provides for the pay as you earn scheme, was 
in erted by the Indian Income-Tax Amendmen Act of 1944 with a view to 
the prevention of inflation. This measure cannot be regarded as a temporary 
measure, but it would m all probability be a permanent feature of the taxation 
sys*em of India. 

This section deals with the ads a Dee payments of tax (both income-tax 
and super-tax). It applies — 

(a) to incomes from which tax is not deductible at source , 

(h) to an assess ec whose total income of the latest previous year in 
respect of which he has been assessed exceeds Rs 6,000 , and 
(c) to a person who has not hitherto been assessed if his total income of 
the previous year is likely to exceed Rs. 6 000. 

In this scheme the tax is collected as and when the income is being 
earned, and net later in a sobsequent year after the income has been earned. 

Method of Advance Collection ol Tar. The device adopted for the 
advance collection of tax is this. The assessee is required to adopt for hts 
total income for the current jear the total income as determined in his latest 
assessment. Excluding such portion thereof as has been subjected to deduc 
lion of tax at source, on the balance the assessee is required to pay tax during 
the earning year itself at the rate of tax applicable to the current financial 
year. The tax is to be paid in quarterly instalments. These payments arc 
treated as advance deposits of tax and arc adjusted toward- the tax pa} able 
when the regular assessment is made in the usual course in respect of the 
current year, any excess or deficiency being refunded or collected as the case 
may be. The government pays simple interest at 2 per cent, per annum from 
the da e of each payment up to the date of the regular assessment, when the 
depc-its together with interest thereon are appropriated towards the tax 
assessed. 

If an assessee thinks that his income during the currec’ year will be 
below the income as last assessed, he can estimate hts income for the curren* 
vear and his »x liability therefor. He should pay the tax as estimated by 
him in quarterly instalments. When an assessee pays advance tax on hts 
own estima'e. he can revise hts es'ima c at any time before the 15th March 
and adjus* any excess or any deficiency in the instalments previously paid. 

Thus an option is given to the assessee to pay advance tax either on his 
la’est assessed income or on his own estimate. The consequence of adopting 
either the f rst method or the second is this. In the first case he is fret from 
any penalty, even though he may earn more during the current year and his 
tax liability may thus be greater than that of his la est as-essment. In the 
second case where he chooses to pay advance tax on his own estimate, if his 
cs'ima c turns out to be less than 80 per cent, of the tax as ultima eiy de*cr 
mined in the regular assessment (u e., 80 per cent, of such tax D n income 
which h*s not been subjected to tax at source), then he shall have to pay penal 
in crest at 6 per cent, per annum on the deficiency from the 1st January of the 
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accounting year to the date of the tegular assessment. Further, if it is found 
that such estimate was made by the asses^ec intentionally, then he becomes 
liable to a futther penalty not exceeding 1J times the deficit tax paid. 

In both cases (i c„ payment according to the latest asscssmen* or accord 
ing to the estimate) the previous year of the assessee remains unchanged. 
Assessecs may have different previous years for different sources of 
income. 

Quarterly Instalments. The Income Tax Officer is empowered to make 
a demand on the assessee for payment in four quarterly instalments of the 
amount of the t \x levied in the last assessment The instalments are due on 
15th June, 15th September, 15th December and 15th March. If after he had 
made such demand and before the 15th February in any financial year, an 
assessment of a later previous y ear than the one on which the demand was 
originally tnaac happens to come into being then he may make an amended 
order in respect of the future instalments. 

YVhen the assessee 's previous year ends after the 31st December and 
before the 30th April, the tax is pn\ able in three instalments on 15th Scptem 
ber, 15th Decern wr and 15th March 

Where any instalment due before the expiry of six months from the 
commencement of the previous year m respect of which it is to be paid, it 
shall be deemed to have become due 15 days after the expiry of the sud six 
months. Thus, if the previous year of an a ssi -sec commences on 1st April, 
the first instalment wi]j be due not on 15th September but on l6rh October. 

New Assessees, Persons not hitherto assessed arc also bound to send 
an estimate of their income for the current year to the Income-Tax Officer 
before the 15th March in each financial year and to pay tax in advance if their 
income is likely to exceed Rs 6,000 

If such an estimate turns out to be less thin 80 per cent, of the tax as 
ultimately determined in the regular assessment, thin penal interest will have 
to be paid < n (he deficiency at 6 per cent, jier annum from the 1st April of the 
financial year to die date ol the regular assessment. 

Moreover if such an climate is not submitted to the Income Tax 
Officer be fori the 15th March and the Income Tax Officer is satisfied tn the 
course of proceedings in connection with the regular assessment that such 
failure was without reasonable cause, he may impose a penalty equal loll 
times of 80 per cent, of the tax determined on regular assessment. 

Test Questions 

1. Explain fully the provisions lor the advance payment of tax known 
as ‘Payas-you earn scheme’, and point out the duties, benefits and the 
liabilities of tax payers under this system. ill. Com . 19 f5‘. 

2 The new section 18A of the Indian Income Tax Act introduced by 
the Income Tax Amendment Act of 1914, provides for advance payment of 
income tax by laying down what is called ‘Pay as you earn scheme*. Discuss 
briefly the salient features of this scheme (Agrn B. Com. f<W). 

3. A person set up a nen business on 1st August 1947. If his first 
assessment is made in 1946-47 on an income of Rs. 10 000 and it is found 
that he did not pay any advance tax under section 18A, would you impose 
any penalty and charge any penal interest ? From what date would the 
interest, if any, be chargeable i [income i ax Departmental Exam. 1946) 
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SUPER TAX 


Super-tax »s an additional du*y of inconMai and is limed at the rate 
specified in the Finance ^et patstd a nasally. It 15 charged on the to*aI 
snoocse (subject to adjassmen. in respect of capital ^wis, if any). It is levied 
ca the following g'spsees. viz.. 

1. ladmdul , 

2. Hinds Undivided Family , 

3. Company 

4. Local Authority ; 

5. Unreg-ircred Firm , 

6. Oier Associzti jzi of Persons (no* bemg a registered firm) , 
and 

7. Pamirs of a firm or members of an association individually. 

Regivered firms are not assessed t j super-tax. bat the partners of such 

firms arc assessed to super-tax on their partnersh p profits along wi-h their 
other income. An unregistered firm, which has be~n assessed as a rcgismred 
firm under section 23 (5) (b) is treated IDte a registered firm for super-tax 
purposes. 

It should be card that where an unregistered firm or other association 
of persons (no* being a company) is itself assessed to super tax, the share of 
the profits (A a member of the cnregis*ered firm or other association of p-rs->us 
will be excluded from his t Jtal income for «upcr-tax purposes. 

UaWIity lo Soper -tax. In the case of an as^ssce (ntr being a company), 
the supertax is levied on his toal incom. mums cap til gains as if such 
reduced income were his total income. Bn in th case of a company, the 
sujer-tax mdudiDg addiLonaJ super-tax will be charged on the total income 
of the company (inclusive of capital gams which exceed Rs 15,OTJOJ, and tlicn 
the fjtal am oont of super tax thus compujrd will be reduced b> the amount 
of super-tax computed on that part of us total income -which consists of capital 
gains at the rate of *u per -tax excluding ihe rate of additional super tax, if 
any. 

It should be noted that all asses sees except companies and local 
authorities are not Lablc to super-tax unless thi.tr total income exceeds 
Rs. 25,003. But the super-tax on companies and local authorities is levied a* 
a Pat rate on their total income, whatever its amount may be. No refund oa 
account of companj super-tax is allowable to shareholders, because th" 'oper 
lax ©a companies is levied on account of the special pnvJegea which 
companies enj-jy by statute in the shape of corporate finance ami limi-cd 
liab-iCy. The super-tax payable by companies is xnown as corporation tax. 

Super Tax on Income partly Earned and partly Unearned. In malm g 
any assessment for the year ending on 31 st March 1948, where the txal income 
of an a*s<-ssee consists partly of earned income and partly of unearned income, 
tne super-tax payable by him will be calculated as follows : — 

(a) Where die t-Aal income of an asse«sec, no; being a company, includes 
any income chargeable tied -r the bead salaries on which super-tax has been 
or might have been deducted, the super-mx payable by the assessce an salaries 
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Gross income-tax on Rs. 56000 
Gross income-tax on Rs 50.200 
Gross super tax * 

On salary of Rs 30 000 3,437 8 0 

On remaining earned income of 

Rs. 15.000 1 835 15 0 

On earned income of Rs. 15,000 2,482 13 0 


Leas tax collected at source 


Net tax payable 


Rs. 

a. 

P* 

14,750 

0 

0 

3,225 

0 

0 


7,655 

4 

0 

25,631 

4 

0 

6,000 

0 

0 

19 631 

T 

0 


Test Questions. 

J. What is super tax and how is it assessed ? When is super tax 
deducted at source i 

2. How would you calculate super tax on the total income of an 
individual when such income is partly earned and party nnearned ? 



CHAPTER 17 
ASSESSEES. 


An assessee is a person by whom tax is payable. Under section 3, the 
income of every individual, Hindu undivided family, company nr local 
authority, and of every firm or other association of persons rr the partners 
of the firm or the meml>ers of the association individually is assessable to 
income tax. 

This section defines (u) who has to pay, i. c„ every individual, Hindu 
undivided family, etc., (b) on what he has to pa> , 1 . c., the total income of the 
previous year, and (c) at what rates, viz., the rates fixed by the Finance Art 
passed ever) year by the Central Legislature. 

Section 4 circumscribes the scope of section 3 by defining and limiting 
the nature ol the income that ma> be included in total income section 7 1J 
lay down the manner of computing ‘he taxable income of in assessee from 
various sources. 

1, Individual 

The term 'individual' refers only to a human being. An Individual is 
assessed to income tax and super tax at a graded scale of rates according to 
the amount ot his total income, if that exceeds Rs. 2,500. 

\ married woman is separately assessed in respect t f her separate 
income, \ minor who earns an income by his own skill is capable of making 
a return of total income and of paying the tax, and if he has no guardian 
he docs not escape assessment, but is liable personally and can be assessed as 
an individual. 

2. Hindu undivided families, 

A Hindu undivided family is treated and taxed (through its manager or 
harta) as a separa e entity like an individual according to its total income, and 
no account is taken of how that income is distributed amongst the individual 
numbers when such individual members arc assessed to income tax or 
super tax in respect of their separate income. This applies even in cases 
where die amount of the income of the Hindu undivided family is less than 
the minimum taxable limit, and is therefore nut liable to taxation in the hands 
of the manager of the family. The same remarks apply to super tax. 

Where the income, profits and gains of a member of a Hindu undivided 
family consist of his personal earnings they are lieated as his personal income 
and not as joint family income unless hey (low from the employment in bust 
ness or otherwise of the joini family property. 

jam and Sikh undivided families will be treated as Hindu undivided 
families, unless in any particular case, the assessees claim that they should 
not be treated as such. Where such a claim is put forward, it is for the 
assessee to prove the existence of some special custom or pract ce applicable 
to the family in question which would justify its not being treated as a Hindu 
undivided family 

The son of a Hindu (governed by any school of Hindu law) does not 
acquire by birth any interest m his father's self acquired propert) In respect 
of the income of such property the lather is to be assessed as an individual 
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In the case of Hindus not gov erned by the Dayabhaga law the son 
acquires by birth an interest in his father’s ancestral property and 'he ref ere 
after the birth of a son the income from ancestral property is to be assessed as 
the income of a Hindu undivided family. Accordirg to the Dayabhaga law, 
however, the son does not acquire by birth an> interest m ancestral property. 
His rights arise for the first time on his father's death. In-the father's life- time, 
therefore, the income from ancestral property is to be assessed as the income 
of an individual unless the father himself is a member of a coparcenary. 

The income of a sole surviving male member of a Hindu undivided 
family governed by tne Mitakshara law is to be assessed as his personal income 
if he has no sou. The existence of a wife and daughters does not alter the 
position. Under the Dayabhaga law the position is different. According to 
that law a coparcenary is formed only when the inheritance opens and there 
must be two or more male heirs before a coparcenary can be formed. But 
if any of these male coparceners dies leaving surviving him a widow or a 
daughter that widow or daughter would be admitted into the coparcenarv in 
the place of the deceased coparcener. If, for example a Hindu governed by 
Dayabhaga law dies leaving three sons A, B and C, the three sons \ f B and 
C, inherit the property jointly and form a coparcenary (although each inherits 
a defined share). If before partitioning their shares, B dies lea\ mg a widow, 
BW, and C, dies leaving a daughter CD, then A, BW, and CD, wifi be mem 
bers of the coparcenary originally formed by A, B and C. It will thus be seen 
that the Dayabhaga law differs from the Mitakshara in admitting females into 
the coparcenary in certain circumstances although they cannot originally 
form a coparcenary. A coparcenary is a fortiori & Hindu undivided family 
and the income from the coparcenary- property will, according t j the Daya 
bhaga law, be assessable as the income of a Hindu undivided family not- 
withstanding that such coparcenary consists ol only one male member and one 
or more female members. 

The income from the ancestral property of a Hindu (governed by any 
school of law) with no son but with a wife and / or daughters is assessable as 
the income of an individual 

Assessment after partition . — Section 25- A applies only when a member 
of a Hindu undivided family claims (at or before the time of assessment) that 
it has become divided, and if the I. T. O. is satisfied he will pass an order to 
this effect. Such an order can be passed only if (i) the member of the family 
have separated in status from each other and (»«) there has been a partition of 
all the joint family property. So long as such an order is not passed by the 
I* T. O. a Hindu undivided family will continue as undivided. 

If, however, a Hindu undiv ided family prefers to go on being assessed 
as undivided though real/y divided the I. T. O. has no authority to act under 
this section. 

When an order for the partitions of a Hindu undivided family has been 
passed by the |. T O., the I. T. O. should assess the total income of the family 
as if no partition had taken place, and the appropriate share of each member 
should be included in his total income and assessed accordingly, notnith 
standing the provision of section 14 (1). The various members ot the divided 
family will be joindy and severally liable for the total tax due 

The same procedure will apply even if the business or profession of the 
family (whose property has been partitioned) has been succeeded to by another 
or by the members of the family who form themselves into a firm. 

2. Companies 

The term ‘company’ means any incorporated, chartered or stalutorv 
company and a company incorporated in any other British territory or in an 
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Indian State It also includes an y foreign association carrying on business in 
British India (whether incorporated or not which has been declared to be a 
company by the Central Board of Revenue. 

As regards tnco> e tax — V company is assessed to income tax at the 
highest rate, w ha ever the amount of its total income , and a dividend received 
bv a shareholder is gios c ed np by addin? toil the appropriate amount of 
income tax applicable there*o, and credit for the amount of this income-tax is 
then given to the shareholder in his separate assessment. 

The whole of the dividend is taxable in the hands of the shareholder 
even though a part of it may have been derived from non taxable sources, 
t. g agricul ural income or tax free m erest from government securities. 
U1 that he can claim is that the notional tax addition to be made to the dividend 
shatl be proportionate if a part of the company’s income has been derived 
from non taxable sources. 

As regards supertax- A company pays a fla rate of super tax on the 
whole of its total income This tax is in no sense paid on behalf of share 
holders nor is a retund Jlowed to them as in the case of income tax. This 
is a tax for the privilege which companies enjiy in the shape of limited 
liability and corporate finance, 

A company holding «bares in another company is liable to pay super-tax 
again on he dividends received by it. though by special exemption under 
section 60 investment trusts have been relieved from this liability. 

Pie eutio i of atotianct of super tax — (1) In order to avoid super tax 
which would be payable by the shareholders profits of companies are often 
accumulated and capitalised and then distributed to the shareholders in various 
capital forms e g bonus debentures or by redaction of capital. The term 
‘dividend has now been defined in such a way as to prevent this practice. 

(2) \ company may however, attempt to avoid the operation of the 

definition of dividend by making no distribution whatever either in a capital 
or in an income form, bnt its efforts in this direction are checked by the revised 
section 23- V This section lays down that if dividends are less than GO per 
cent, of the assessable income as reduced by the amount of income-tax and 
super tax payable by die company thereon the I T. O. can deem the whole 
profits to h* i e been distributed 2 nd the proportionate share thereof cf each 
shareholder would be included in his to*al income 

Where the reserves of past undistributed profits exceed the capital of 
the company (including the loan capital belonging to the shareholders) or they 
exceed the ccst of the fixed assets ol the company, then 100 per cent, is subs- 
turned for GO per cent. 

There are, however, three mitigating provisions, viz — (») That the 
1, T O will not pass such an order if he is satisfied that having regard to past 
losses or to die smallness of the profits, distribution would be unreasonable , 
(„) There are certain conditions in which, if the distributions are not less than 
55 per cent time will be given to increase die distribu ion to over the GO per 
cent, linn s , and (»«) That the section is no to apply to subsidiary companies 
and companies in which the public are substantially interested. 

A company in which the public are substantially interested is one whose 
shares carry ng not less than twenty fiv e per cent, voting power are at the 
relevant period held by the public and have been quoted in any stock exchange 
in British India, or are freely transferable among the public. Snch shares do 
not include shares carrying a fixed rate of dividend, ev en though they may 
participate further in profits. The relevant date to ascertain whether die 
required quantity of shares were held by the public is the end of the previous 
year, i e., the particular profit year, ihe subject matter of the investigation. 
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(3) Dividends paid outside British India out of profit* subjected to 
income-tax in British India are deemed to arise in British India and arc 
therefore liable to super tax whether the owner is resident m British India or 
not — Section 4 (1). 

Managing agency commission , — Section 12-A provides that where a 
managing agent of a company, under llic terms of mi agreement made for 
adequate consideration, parts with a portion of the managing agency cornmis 
sion each party to the agreement is, o » the filing of i declaration an I on 
satisfactory proof of the fids, to be taxed only in respect of the amount 
which he is entitled to retain under the agreement. The words which have 
been italicized arc of the utmost importance in this respect. 

4. Local authorities. 

A local authority is taxable in respect of that income which it makes from 
the supply of commodities or services outside its own jurisdictional area. It 
is assessed both to income tax and super tax exactly like a company 

5, Firms 

The terms “firms,” “partner “ and “partnership,” have the same 
meanings respectively as in the Indian Partnership Act, 1932 But for income 
tax purpose a minor admitted to the benefits of a pirtnership is included in 
the term partner. 

For taxation purposes firms may be registered or unregistered. A 
registered firm mears firm registered under the provisions of section 26-A, 
and an unregistered firm meins a firm which is not a regis crcd firm. 

How to register a firm.— In order to register a firm under sectun 26-A, 
an application in the prescribed form lias to be made to the I. T. O. A firm 
to fie registered must be constituted under an instrument of partnership which 
definitely specifies the individual shares of die partners in die profits of the 
firm. An application for registration may be made at any time before die 
assessment of the income of the firm is made A certificate of registration has 
effect only for the assessment to be made for the year mentioned therein. 

(a) Assessment of a registered firm. 

4s re g irds income tax — In the case of registered firm its total income 
has to be assessed upon it, but the amount of income-tax payable by the firm 
itself has not to be determined The total income of each partner including 
his partnership profit from the registered firm has to be assessed upon him 
and the tax payable by him has accordingly to be determined. 

The only exception is in the case of a partrer who is not resident in 
British India, and in such a case the partnership profit of the non resident 
partner has to be assessed on tfic firm and the sum payable fias to be deter- 
mined at the rate which would be applicable if the same income had been 
assessed on him personally. 

Then, is also provision that where the tax assessed upon a partner 
cannot be recovered from him it shall be recovered from the firm. 

4s reg i rts supertax.-— A registered firm as snch is not liable to super- 
tax. The share of each partner in the firm’s income is added on to his other 
income, and he is then individually assessed to super tax. 

Stt-o)f and carryforward. — The loss of registered firm is in the first 
instance to be «ctoff against its own income, and then the balance of the loss 
allocated between the partners, each of whom can set off his share of the firm's 
loss against his ether income in the current year or can carry it forward as a 
business loss under section 24 (2). 
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Wrong distribution of profits . — If the profits of a registered firm ha vi 
been distributed otherwise than in accordance with the share of the partners as 
shown tn the instrument of partnership, and any partner has thereby returned 
income below its real amount , the I T. O. can impose penalty under section 
28 (2) on the partner concerned and no refund or other adjustment would be 
claimable by any other partner on this account. 

Same i income relief . — In the case of a registered firm or a firm treated as 
registered under section 23 (5) (b) of the Act, as the tax is not payable by the 
firm on Us own behalf, relief is admissible to the partners by whom tax is 
payable an 1 who art- the assessees Where a registered firm is assessed 
under the second jroviso to section 23(5) (a) in respect of the share of 
income of a non resident partner, the earned income allowance appropriate 
thereto would be admissible in determining the tax payable by the firm on 
behalf of the partner provided the partnei is actively engaged in the conduct 
of the business of the firm 

(b) Assessment of an Unregistered Firm. 

As regards income tax • — An unregistered firm is assessed like an 
individual according to the amount of us total income. If the total income docs 
not exceed Rs 2,500 no income tax is payable. 

The partners are not entitled to refund nor are they taxed on the profits 
from an unregistered firm if it has been taxed , but their shares in the profits 
of the unregistered firm are included in their ‘total income* for fixing the rate 
at which they should pay tax on their individual incomes. But if an 
nnregistcrcd firm as such pays no tax (its tolal income not exceeding R'. 2,500) 
the partners arc liable to pay tax on their respective shares along with the tax 
on their other incomes 

As regards super tax An unregistered firm is also assessed to super tax 
like an individual, and super tax is not payable by the partners on <hcir 
shares of the firm’s income, unless the firm itself is not assessed to super tax. 

Set off and carry forward — An unregistered firm as such can set off 
its own loss against Us own income, or can carry it forward as a business loss 
under section 24 (2) bat a partner of an unregistered firm is not allowed to set 
off his share of the firm’s loss against his other income. 

Lamed mcomc relief.— If an unregistered firm is not liable to pay any 
tax because its income is below the taxable minimum, the appropriate earned 
income allowance in respect of his share of profits of the firm would be 
admtssablc to any partners who were actively engaged in the conduct of the 
business of the firm. 

(c) An Unregistered Firm treated as Registered. 

Under section 23 (5) (b) an I. T. O. can treat an unregistered urm as 
registered, if more lax (income tax and super tax) would 'be payable as a 
registered firm. This is intended to prevent avoidance of tax by non registration. 

When an unregistered firm has been treated as a registered firm by the 
I. T. O. all the provisions applicable to a registered firm would also apply 
to it. 

Allocation of a firm’s Income or loss between the partners. — According 
to section 16 (1) (b). a partner's share of the firm’s profit or loss should be 
taken to be any salary, interest, commission or other remuneration payable to 
him by the firm, increased or decreased respectively by his share in the 
balance of the profit or loss of the firm. 
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Illustrations. 

1. A, B and C arc equal partners in a tirm whose Profit and Loss 
Account shows a net trading Joss of Rs. 3,600 after charging the following : 
Interest on A 's Loan Rs. 2,000; B's salary Rs. 1.000; and C's commission 
Rs. 1.600. 

What is the total income of the tirm and how would you divide it between 
the partners ? 

Interest on A ' s Lean 
B's salary 
C’s commission 


2.0C0 

1,000 

1,600 


4,600 


Net Loss as per P. and L. account 


3,600 

Total income of the firm 

Rs 

1,000 

Allocation between the partners. 



A 

Interest cn Loan 2,000 

Salary — 

Commission — 

Balance -1,200 

B 

1,000 

-1,200 

c 

1,600 

-1.200 

Rs. 800 

-200 

400 


2. A, B and C arc in partnership shanng J and i respectively. The 
following is the P. & L. \ccount of the firm. 



iSlwnrji 

Gross Prolits 

-. 2.10,000 


■ 




... 8,280 

\Z 91$ 00 



_ « 



Rs. 2,10,000 


Find out the taxable profits of the firm and allocate them between the 
partners* 

Gross Profit as per P. & L, Account. 2,10,000 

L<ss Trade Expenses 58,920 

Bad Debts 2.400 61,320 

Total income of the firm Rs. 1,48,680 


13 
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Allocation between partners. 

A 

B 

C 

Interest on Loan 

1,800 

— . 

— 

Salary 

wxjo 

12,000 

— 

Interest on Capital 

6 000 

7,200 

3,600 

Balance 

50 040 

33,360 

16,680 


Rs 75,840 

52,560 

20,280 


3. A and B are equal partners in a registered firm whose Profit & Loss 
\ccount for the year 1946 is as follows I — 





Rs. 

Business Expenses 

6,000 

Gross Profit 

10,800 

Interest on Capital \ 

2,000 

Interest on securities 

1,320 

B 

1,000 

Net Loss : A 

990 

Salary to A 

1,200 

B 

990 

Commission to A 

1,500 



Charity 

500 



Bad Debts 

900 



Bad Debts Reserve 

1000 




14 100 


14,100 


Calculate the total income of the firm and allocate it between the 
partners. 



Rs. 

Profit & Loss Account 

10,800 

enses 6,000 


900 

6,900 

Taxable income from business 

3900 

interest on securities 

1,920 

Firm's total income 

5,820 


This will be allocated between A and B thus 


B 

Rs. 


Interest on Capital 


2,000 

1,000 

Salary 

... 

1,200 

■ — 

Commission 

.. 

1,500 

— 

Balance 

— 

-900 

-900 



3,800 

100 

Interest on securities 

— 

960 

t 

960 



4 760 

1,060 


(dj Change In the constitution of a firm 

Section 25 1) provides that where a change has occurred in the constitu 
ion of a firm or where a firm has been newly constituted, the assessment is to 
be made upon the firm as constituted at the time the assessment is made, but 
the profits arc to be apportioned among the persons who were partners in the 
previous year and not among the partners entitled to the profits at the time of 




a**essment. Thus each partner is taxed only in respect of the profit to which 
he was actually en'itled in the previoas year. 

If, havener, the tax assessed upon a partner cannot be recovered from 
him it shall be recovered from die firm as constitn'ed at the tune of making 
ihe assessment. 

Farther, where a change has occurred m the constitution of a firm, only 
the person actually incurring the loss is entitled to set it off agams* his ncome. 

(e) Dissolution ol a firm 

Where a business belonging to a firm is discontinued, section 44 provides 
that die persons who were member* of the firm on the date of such disconti 
nuance are jomdy and severally liable to any tax doe trom the firm 

6 Other associations of persons. 

The word assoc ation simplv means a group. An association of person 
(no Doing a company or firm or Hindu undivided family or a local authority) 
is an a«socxa*ion of companies firms and other bodies of indiv iduals e. g , a 
chain her of commerce, a club etc. 

An association of persons is assessed to income-tax and super tax exactly 
in the same waj as an individual 

Bat where a business belonging to an association of persons is discon 
tinned or when an association of persons is dissolved, section 44 provides that 
the persons who were members of snch association on the date of such discon 
tinnance or the dale of dissolution are joint!} and severally liable to any tax 
doc from the association. 

7. Guardians, Trustees etc 

Section 40 makes the gnardian, trustee or agent of a minor, lunatic, idiot 
or a non resident liable to t-e assess-d on any income which such guardian, 
trustee, or agent is entitled to receive on behalf of the beneficiaries concerned, 
while section 41 makes the Court of Wards the Administrator-General, the 
Official Trustee, etc., appointed by or under the orders of a Court or any 
trustee appointed under a duly execn ed trust deed liable to be assc ed on 
the income which snch Courts of Wards, ex., are entitled to receive on behalf 
< f beneficiaries. 

Unde? cither section the liability to assessment is to be in the same 
manner and to the same extent as it would have been had the assessment been 
made on the beneficiar} . 

The proviso to section 40 provides (as an alternative) for direct assess 
mem of a beneficiary who is a non resident, while section 41(2) gives the 
Income Tax Officer the right to assess the beneficiaries direct notwithstanding 
die snbstan ive previsions of this section. Whilst the amount of tax payable 
is not affected, it will frequently be more convenient, particularly where a 
beneficiary has other inrome, for die assessment to be made on him and not 
on the trustee. 

Where a trust does no* define the shares of the beneficiaries the tax is 
leviable and recoverable at the maximum rate. 

Where any property (m the widest sense and including a business) is 
In. Id under trns*. the owner of that property, for the purposes of the Income- 
Ta> Act is the beneficiary and the income is the income of the beneficiary, 
ihe Act does not permi of double taxation in the case of trusts, and again m 
the hands of a beneficiary. 



100 


INCOME-TAX 


Test Questions. 

1. How is a Hindu undivided family assessed to tax ? Compare the 
assessment of a Hindu undivided family with that of an unregistered firm. 

2. Write a short essay on "The Taxation of a Company”. 

3. What are the provisions of law designed to prevent the avoidance 
of super tax by the shareholders of a company ? 

4 Under what circumstances can the Income Tax Officer assess the 
income of certain companies in the hands of the shareholders although in fact 
no divided may have been actually distributed by those companies ? Wlij, 
in your opinion, has this provision been made under section 23 A of the 
Income Tax Act ? (Agra U. Cow. 1947) 

5. How would you make assessment in the following case ? X is a 
non resident partner of a registered firm. His share from the firm is Rs, 10,000. 
His other income in British India is Rs. 6,000, He is the subject of an Indian 
State in which his income is Rs. 20.000. 

6 What is a company under the Indian Income Tax Act ? Do the 
Income Tax Act and the Finance Act 1946 make any distinction in the assess 
ment o! a public and a private company ? If so, what ? What is the 
criterion laid [.down for determining whether a company is a public or a 
private company ? 

7. X, Y, Z, has been assessed as a registered firm and the appropriate 
share allocated for direct assessment in the partners’ hands. In assessing the 
partners it is found that Y's share was actually credited in the Bank account 
of X and that Z was not really a partner. Is it to the Incc rce*Tax Officer to 
cancel registration and to reallocate the shares properly ? 

8. What is a registered firm according to the Indian Income Tax law, 
and how is registration effected ? What is the difference between the taxation 
of registered and unregistered firms ? ( Agra B, Com. 1046). 

9. A firm having two equal partners A and B suffered a loss of 
Rs 30000 during i*s accounting year ended 31st March 1946, as under 

Business profits after paying interest 

of Rs 10,000 to partner A on his capital Rs. 50,000 

Loss from a leasehold property 80,000 

Net loss 30 000 

Partner A had during that year an income of Rs. 25 000 from house 
property and partner B who had no income that year claimed a loss ol 
Rs. 10,000 brought forward from the preceding year from his individual 
cloth business which was closed on 31st March 194 11 . 

Compute the total income of each partner assuming the firm to be 
(i) Registered. 

(u) Not registered; nor assessable under section 23 (5) (b) ol the 
Income tax Act m the manner applicable to registered firm. 

(Inoomt Tax Deparimtntal Exam. 1946 j. 



CH \PTER 18. 

NON-RESIDENTS 

As stated in Chapter 2 a non resident is taxed on all his income accru 
mg, arising or received in British India or deemed to accrue, arise or lo be 
received in British India. Section 42 (1) lays down that all incomes, profit* or 
gains accruing or arising through or from any business connection, property, 
asset or source of income in British India, or through or from any money lent 
at interest and brought into British India in cash or in hind or any capital 
gains made in British India shall be deemed to accrue or arise in British 
India. 

That is to say, a non resident is liable to tax in respect of that income 
which arises in a primary sense in British India, even though it may technical 
ly arise abroad because it is payable abroad, e. g.. salary payable abroad but 
earned in British India, or interest on loan from a nonresident brought into 
British India though the interest may be payable abroad, or that part of a 
dividend paid abroad which is derived from profits taxed in British India, 
The only exception is that provided in Explanation 2 of section 4 (1) for 
pensions payable without India (not British India* 

It should be noted that if a non resident has a business connection in 
British India, he is taxable only in respect of that part of the profit made ont of 
the connection which is attnbutab'e to the operations m British India- Thus, if 
a non resident's business consists of buy ng goods m British Inoia and selling 
them in a foreign country, he will be assessable (either directly or through an 
agent) only in respect of that part of the profit which is attributable to ihe buy- 
ing operations. If, on the other hand, the business consists of buying goods 
abroad and selling them m British India, the full profits arise in Bnush India 
and are taxable, because the profits have been created by sales and die sales 
have taken place in British India. 

Indian brandies of non resident firms are liable to assessment, and m 
order to secure an accurate assessment in such cases the 1. T. O. requires the 
prodocion of the profits and loss account and balance sheet of the firm as a 
whole in addition to that of the Indian branch, and also the submission of a 
detailed statement of all the profits credited to the head office on account of 
transactions carried out on its behalf. Where, however, owing to faulty book 
keeping, the profits of the Indian branch cannot be gauged accurately, the 
LT. O- has wide powers to determine how the profits of the Indian branch 
should be calculated. He can fix as the income of the Indian branch for 
assessment purposes either a pcrcen’age of the turnover of the business done 
by the branch or, where this procedure proves unsuitable, an amount which 
bears the same proportion *o the total profits of the business as the Indian 
receipts bear to the total receipts of the business, or in such other manner as 
he deems suitable. 

Indian agents of non resident firms of which they are not technically 
either branches or subsidiary firms are liable on account of their principals 
for the payment of tax on their principals’ Indian profit*. The profits of a non 
resident are not taxable if the business operations in which he is engaged 
consist entirely of trading scith British India as distinct from trading either 
wholly or partially tn British India. For example — 
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1. A distiller in Glasgow sells whisky direct to A, an importer in 
Bombay. The relationship is that of principal and principal and not that of 
principal and agent. Moreover as the distiller has no ageDt or connection m 
British India he must be treated as trading \tih British India. 

2. A, an Indian resident ard a large supplier of # m*ll stores, has a 
monopoly for the sale in India of the belting of a non resident U. A is paid 
commission by B on all orders executed. So long as Ii exercises any control 
over the pricing of the goods or the method b> which his a?ent A conducts 
the business, he must be deemed to have a business connection in British 
India and is assessable accordingly either direct or through an agent. 

3 If on the other hand B sends the goods to a for sale at the best prices 
obtainable, A undertaking for a commission to sell entirely at his own discret 
ion (how he likes and to whom he likes) and A bearing ai y bad debts, then B 
is really trading with British India. 

4 A is the Indian agent for hardware and sundries of Ii a British 
manufacturer. A receives salary and commission from B and bad debts fall 
on B Here B is actually trading tn British India through his employee, and 
quite clearly he is liable to tax either directly or through any person including 
his employee A) who may be deemed to be his agent. 

Mode of assessment. The assessment of a non resident may be made 
cithe- in his own name or in the name of his agent and in the latter case 
such agent shall be deemed to be the assessce in respect of such income-tax. 

Agents for non-residents — Section 43 contemplates three classes of 
persons who may be treated as agents of a non resident 

(i) Any person employed by a non resident , 

(h) \ny person having a business connection with the non resident , 
and 

(m) Any person through or from whom the non resident is in receipt of 
any income- 

But the 1 T. O. must serve on the resident person a notice of his inten 
tion of treating such person as the agent of a non resident thus giving him an 
opportunity of being heard as to his liability and if the resident person treated 
by the I T. O as the agent ot a non resident is dissatisfied with the I T.Os 
order, he lias the right to appeal. 

Note — A broker who is carrying on ordinary broking business through 
non resident brokers cannot be deemed an agent in respect ol such transactions 
The foreign principal is of course liable to tax m respect of profit made in 
British India , and while the broker caonot be appoinled as agent, the non- 
resident principal would be assessed direct, nor is any peisun resident in British 
India relieve 1 fiom the responsibility of deducting tax under section 18 (3A) in 
all cases in which hat subsection is app icable 

Capital gams arising from sale of capital assets in British India will be 
deemed i o be income accruing or ai ising in British India. Under section 43, 
a person to whom a non resident sells after 28th February 1947, his capital 
asset in British India, shall be treated as his agent. Such a person shall be 
deemed to have a business connection with such person residing out of 
British India. 

When a person lias been treated as the agent of a non resident for par 
poses of income tax, he has a right to deduct from payments to the non resident 
the tax which he estimates he will have to pay over on the profits made m 
British India by the non resident. If the non-resident principal and the 
resident agent cannot agree on the estimated amount to be retained, the 
resident person can get a certificate from the I. T. O. of the amount which is 
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considered reasonable to be retained pending settlement of the marer. and 
if he obtains Mich certificate he will not be liable to pay tax as agent for any 
greater sum. 

Deduction of tax from payments to non-residents — As already explained 
in Chapter 14, tax ma? be dedu-ted from all payments to non residents of 
salary, interes*. royalty, commission or any oJier snm chargeable to tax, and 
the tax so deducted mast be paid ov r to Governmen* Where the amount in 
question is payable abroad (so that the payer in British India cannot under his 
contract deduct Indian tax) no allowance is to be given for the payment in the 
assessment of the income of the payer But m all cases the salary or interest 
or o' her sum must be chargeable to tax, otherwise no question of deduction 
of tax, or disallowance m the payer s account arises. 

Determination of tax payable by non residents — Section 17 (1) lays down 
the basis on which the tax is calculated on a non resident's income which is 
chargeable. For this purpose non residents are dmded into (i) British subjects, 
including subjects of Indian Su*es or States in Burma or of any part of the 
British Dominions or Colonies , and (i») all other non residents. For boh these 
cla*ses of non residents the amount of tax is determined as follow s : — 

1. The rate of income-tax for British nonresident is computed by 

reference to his “lotal world income' (t. e., the whole of his income wherever 
arising but derived from sources to which the Act applies) So fax is however, 
payable i / the total world income does not exceed Rs. 2,500 except in the case 
o/ a non resident company to this exemption limit of Rs • 2,500 is not 

applicable. 

2. A non British non res dent pays income-tax at the maximum rate, 
however small his total income may be. He is not entitled to the benefit of 
the exemption limit of Rs. 2,500. Thus it his income arising in British India 
is Rs. 500 only he will pay income .ax a: die rate of 60 pics per rupee. 

3. The mi per tax payable by any non resident— British or non Bri'ish — 
is computed by reference to bis total world income. 

Recovery of tax. — Where the tax payable by a non resident has not been 
deducted at source or where there is no resident agent from whom it may be 
recovered, any arrears of tax may tc recovered from any assets of the non 
resident which are or may at any time come within British India. There is no 
time limit to such recovery. 

' Double taxation relief.— In many cases a non resident pays tax twice on 
certain portions of his income — m his own country as well as in British India 
Therefore to afford Mime relief in such cases, there are arrangements for 
double taxation relief with the U. K , Burma, Ceylon, Aden and certain Indian 
States, so that the whole burden of tax on the foreign income does not fall 
Dpon she assessff- 

The provisions governing double taxation relief, which are very compli 
cated, are contained in sections 49 to 49 D. 

Illustration. 

A is resident of the Gwalior State On 1st Apnl 1943 he purchased 
house property worth Rs. 2,00 000 in Agra. He also advanced a sum of 
Rs. 1,00 000 to an Agra firm on the same day at 5% per annum interest. The 
property fetches him an income of Rs. 1,000 per month as rent. 

According to tht instructions of A, the rent and interest due to him are 
remitted by the tenants and the Agra firm direct to him at Gwalior. When 
required to submit his rpum for purposes of income-tax assessment, A denies 
his liability to tax on the ground that the income is received by him direct in 
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the State xml the money was also advanced by him in the State and that he 
has no business connection in British Indn 

How will you proceed with the assessment of A and how can the tax, if 
any, levied on him be recovered ? (Agra M. Com. 1946 ) 

A is a non resident but his British Indian income liable to tax is 
Rs. 15,000 — Rs. 10000 from property (Rs 12,000 rent minus one-sixth 
allowance for repairs) and Rs- 5 0 00 from interest A's assessment may be 
made either in his own name or in the name of his agent through whom he 
has received the rent and interest. 

The Income Tax Officer must serve on the resident person a notice of 
Ins intention of treating such person as the agent of A, thus giving him an 
opportunity of being heard as to his liability 

The person treated as the agent of A for purposes of income tax has a 
right to deduct i rom payments o A the amount of tax which he estimates he 
will have to pay over on A’s British Indian income. 

As A is a British non resident he will pay both income tax and super- 
tax at the average rates of income tax and super tax applicable to hts total 
world income. 

When the tax payable by \ has not been deducted at source or when 
there is no resident agent from whom it may be recovered, any arrears of 
tax can be recovered from any assets of the non resident which arc or may 
at any time come withi i British India. There is no time limit to suen 
recovery 


Test Question*. 

1. Which income of a non resident is liable to tax in British India ? 

2. How is the amoun of income ta x and super tax payable by a non 
resident calculated i 

J. Under what circumstances can a person be appointed as the agent of 
a non resident principal ( In examining the accounts of a broker m British 
India a number of payments made to a New York broker on account of 
speculation profits arc noticed What steps, if any, would you take either to 
assess such profits or to recover from the payer the tax that in your view ought 
to have been deducted under section 18 (dA) 1 

4. How will you determine the income tax and super tax liability in 
the following cases ? — 

(a) A non resident British subject with income both within and without 

British India , 

(b) A non resident British subject with Indian income and foreign loss , 

jej An individual with share in an unregistered firm assessed to income- 

tax only but not to super tax. 



CHAPTER 19. 

ASSESSMENTS (1) 

The I. T. O. is the assessor. He cakes the assessment. The term 
as teamen*, means the determination of (if the total income of an assessec and 
(6) the amount of tax payable by, or reloadable to, him. The assessment 
proceedings are initiated with the Return of Total Income to be filed by the 
assessec. 

Return of Total Income — Section 22 (I) requires an f. T. O. to publish 
general ntf ices in the press calling upon every person within his jurisdiction to 
make a re*urn of his total n-onse exceeding Rs» 2,500 in the previous year. 
He is also to send an individual notice, under Section 22 (2) to every person 
whom he believes to have an income liable to assse^menJ. 

The return of total income is to be made in a prescribed form, a copy of 
which can be obtained from the Income-Tax Office, 

Failure to furnish the return of income without reasonable cause involves 
a peiul'jr which can be as much as one and half times the tax payable — to be 
paid m addition to the tax itself. But no penalty can be imposed on an 
as-mssce whose total income is less than Rs. 3,500 or upon the agent of a non 
resident unless he has been served with an individual notice. 

If a person has received an individual notice to make a return bu* 
rcfascs to do so, a penalty ap to Rs. 25 can be imposed upon him if he proves 
that hts total income is less than Rs. 2 TOO. 

The At*ei*ment 

Section 23, under which assessments arc made, contemplates three kinds 
of assessments : 

1. Where the L T. O. ts satisfied that the return ol income is correct 
and comple'e, be assesses the total income of the assesses and drermines the 
amount of .ax on the ba«is of such return. 

2. Where the remrn of income is believed to be incomplete and the 
assessment is made after an enquiry, the next s*ep to be taken by the L T O. 
is the service of a notice under section 23 (2) on the assessec requiring him on 
a date therein specified either to attend at the Income-Tax Office or to produce 
any evidence in support of Hts return. If the L T, O. wishes the assesse to 
auend personally he can insist on this by issuing an order under section 37. 

Under section 22 (4) the L T. O. can also call upon any person who has 
made a return to prod ace such accounts and documents as he may require, 
but the L T. O. cannot call upon an assessec to produce books of account going 
back for a period of more than three years prior to the previous year on the 
prof's of which the assessment is based. 

3. Where there is a “best judgment assessment* (i. c an assessment 
made by the L T.O, to the best of his judgment) whxh has to be made m three 
cases . 

(а) Where the asscssee has failed to nuke a return of income as required 

by a 00*106 under section 22 (2) and has not made a return ^r a 
rei x*ed return nnder section 22 (3) : 

(б) Where he has faded to comply with a no* ice for production of 

accoun’s under section 22 (4) , or 
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(c) Where he has failed to comply with a notice for attendance or produc 
tion of evidence under section 23 (2). 

Assessccs have now two remedies against the best judgment assessments t 
(i) a right to apply to the Z. T» O for the cancellation of assessment under 
section 27 and (n) a right of appeal to the Appellate Assistant Commissioner 
under section 30L 

When there is a best judgment assessment, the assessee may also be 
liable to a penalty amounting to li times the tax payable bn addition to the 
tax itself) , but the penalty cannot be imposed by the I. T. O, without the 
previons sanction of the Inspecting Assistant Commissioner. 

The right of appeal gives to the assessee a remedy where the I. T. O. has 
been grossly unfair , and if an assessee year after vear fails to send in a return 
of income or to furnish the information called for, he will be liable to a penalty 
unless his failure has been due to some reasonable cause. 

Notice of demand — When an assessment on a person has been made the 
1 T. O. serves upon him, under section 29, a notice specifying the amount 
payable and the date by which the payment is to be made, and this notice is 
accompanied by a copy of the assessment 

Mode of recovery.— -Jf there is default in paying the tax within the time 
prescribed, the I. T. O. is empowered by section 46 to levy a penalty , and in 
case of continued default the penalty may bt enhanced from time to time, but 
the total penalty should not exceed the amount of arrears. An appeal can be 
preferred from an order imposing a penalty under this section provided the 
tax in arrears is paid. 

Arrears of tax can be recovered through the Collector as if they were 
arrears of land revenue , and ir case of salaries arrears of tax may be 
recovered by requiring the person paying salaries to deduct the arrears due 
from the salary of the employee. 

No proceedings for recovery of arrears of tax or any sum payable under 
the Act snail be commenced after the expiry of oin. year Irom the last day of 
the tinancial year in which the demand is made. 

Penalties, — The penalty provisions of the Act arc contained In the follow 
mg sections — 

Section 25 ( 2 ) — When any business, profession or vocation on which tax 
was not at any time charged under the Indian Income-Tax Act of 1918) is 
discontinued in any year, the proprietor must give notice of such discontmu 
ance to the I. T. O. within 15 days thereof. On default the 1. T. O. may impose 
a penalty not exceeding the amount of tax subsequently assessed in respect of 
the pro tits of such business up to the date of its discontinuance. 

2. Section 28 — Under this section the I T. O. (with the previous appro 
val of the Inspecting Assistant Commissioner), the Appellate Assistant 
Commissioner or the Commissioner, may impose penalties on the asscssecs on 
the following grounds — 

(a) U the assessee has without reasonable cause failed to furnish a return 

under section 22 (1) or (2) or section 34, or has not filed it within the 
prescribed time or in the prescribed manner. 

(b) If he has without reasonable cause failed to comply with a notice for 

production of accounts under sec ion 22 (4) or for attendance or 
production of evidence under section 23 (2j, or 

(c) If he has concealed particulars of his income. 

Note. — No penalty can be imposed for failure to furnish the return of 
income on an assessee when his total income is less than Rs< 3,500 or on the 
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agent of a nca resident on less in mdmduxl notice has been serve! upon him 
under section 22(2). 

In the case of failare to famish a proper retom the maximum penalty 
that can be mfljc'ed I® 3$ times the tax payable by the assessec , in other cases 
the maximum amount of the penalty is times the amount of tax which 
would have been avoided if the income returned had been accepted as 
correct. 

If the profits of a registered firm are improperly distributed so as to 
return the income of any partner below the real amount, and if any partner of 
a registered firm returns his income below the real amount, a penalty of 1| 
times the amount of tax which wonld have bc^ n avoided if his return had 
been accepted as correct may be imposed and no ret and or other adjustment 
can be claimed by any other partner b) reason of this procedure. 

3, Sections 44 C .in 1 44 F — \ cry heavy penalties are imposed for 
failure to comply with l. T. O.'s demands for information m respect of certain 
artiticial transactions in securities (known as bond washing) carried out by 
assessed* with a view to avoidance of tax. In such a case the penalty can be 
as much as Rs. £00 per day so loDg as the default continues. 

4 Section 46 1 /)— -When there is a dcfaul* in paying the tax within 
the time fixed, I. T. O may impose a penalty which may be enhanced from 
time to time, bu* the torn! penal y should not exceed the amount of arrears. 

Composition — If a person knowingly makes a false dec’aration in any 
document filed under the \ct, he shall be punishable, under section 52, on 
conviction before a magistrate, with simple imprisonment which may extend 
to six months or with fine which may extend to Rs. 1,000 or with both. 

But under section 53 (2) the Inspecting Assistant Commissioner may 
cither before or after the institution of proceedings compound any such 
offence. 


How to Prepare the Assessment, 

(a) Residents, 

In prepating the assessment of a resident, the following four successive 
steps have to be taken » — 

I. Compute the total income as explained m Chapter 13. Add apthe 
various amounts of tax already deducted or otherwise paid at source. Then 
ascertain the taxable income by deducting from the total income the amount of 
eatned income allowance, if any. 

II. Calculate the amount of mcome-ax on die taxable income minus 
the capital gams at the rates mentioned m the Indian Finance Act and also 
calculate the income-tax on the capital gams at the rates mentioned in Chapter 
S, and add the two amounts together, thus ascertaining the total amount of 
income-tax chargeable on the total income. Then work out the av crage of 
income-tax tn pics per rupee to two decimal places 

Calculate per- tax on the total income minus the capital gams, and 
work out the average rate of super tax m pies per rupee to tw o decimal places, 
if necessary , and this will be necessary only in the case of an ordinary 
resident who has any nnremitted Indian State income. Where the total 
income consists of partly earned income and partly unearned income, the 
super tax on the total income will be the total of the following amounts . — 

(a) Super tax on the earned income proportionate to the supertax on 
the total income assuming the total income to be wholly earned 
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(b) Soper tax on the unearned income proportionate to the super-tax 
on the total income assuming the total income to be wholly 
unearned. 

HI. Ascertain the amount of income exempt from income tax and/or 
super-tax. and calculate the amount of income tax or snper tax relief thereon 
at the average rate of income-tax and super tax. 

IV. From the gross amount of income tax and super tax as computed 
m the second step above deduct . 

(a) the amount of tax already collected at source , 

(b) the amount of relief on exempted income , and 

(c) the amount of doable taxation relief (if any) m respect of foreign 

income. 

The balance will then be the net amount of tax payable or refundable. 
Finally add the amount of penalty, if any, imposed upon the asscssee, and 
thus arrive at the total sum payable or refundable. i 

(b) Non-residents. 

Compute the total income and the total world income as explained in 
Chapter 13 , add up the various amounts of tax already deducted or other 
wise paid at source , and ascertain the taxable income by deducting from the 
total income the amount of earned income allowance, if any. Then find 
out whether the assessee is a British non resident or a non British non 
resident 

A British non resident is not liable to pay tax il his total world income 
does not exceed Rs. 2,500. 

In the ca«e of British non residents, calculate the gross amount of income 
tax on the total world income as reduced by the earned income allowance 
and capital gains, if any and calculate income tax on the capital gams. The 
total of these two amounts will be the gross income tax on the total world 
income. Then find out the average rate of income tax in pies per rupee to 
two decimal places. Calculate also the super tax on the total world Income 
as reduced by capital gains (if any), as if tt were the total income, bearing 
in mind the differentiation between the earned and unearned income for 
super-tax purposes Work ont the average rate of super tax m pies per 
rupee to two decimal places. 

Then compute the gross amount of income tax chargeable on the total 
income minus the earned income allowance and the capital gams at the 
average rate of income tax as calculated above and add to it the income tax 
calculated on the capital gams. Also find out the gross amount of super-tax 
chargeable on the total income minus the capital gams at the average rate of 
super tax as calculated above. 

In the case of non British non residents (who are liable to pay tax 
whatever the amount of then total income may be) ascertain the gross amount 
of income tax on the total income minus the earned income allowance and the 
capital gains at the maximum rate of income tax, adding thereto the income 
tax on the capital gams. The gross amount of super tax will be calculated in 
the same way as in the case of British non residents 

Then proceed in the same way as for residents until you get the total 
sum payable or refundable. 

Illustrations. 

1. Take the illustration given in Chapter 13, and then prepare the 
assessment (a) when the assessee is resident ordinanlj resident, and (b) when 
the assessee is a resident not ordinarily resident. 



ASSESSMENTS— (l) 
Assessment for 1W7-48. 

(*) When the aisessee fa a resident ordinarily resident. 

Income or 
Loss 
Rs. 

I. Total income (as competed m 

Chapter 13) 77.500 

Less Earned income allowance on 

salary 2,300 

Taxable Income 75,200 


II. Gross amount of income tax chargeable on Rs. 55,200, 
(Rs. 75,200- Rs. 20,000 capital gams) 

Gross amount of income tax chargeable Rs, 5,000 
capital gams 


(Average rale of income tax 37*82 pies) 

Gross amonnt of super tax chargeable on Rs. 57.500 
(i. e., Rs. 77,500 -Rs. 20,000 capital gains) as 
explained in a note below 
(Average rate of super tax 27*34 pies. 

Total gross tax 


HI. Income exempt from income tax : 

Tax free interest on securities 500 

Life insurance premiums 6,000 

Shares of profits from an unregis 
tered firm 5.000 

Indian State income 12,000 

23.500 

Income exempt from super tax : 

Indian State income 12,000 

Amount of income-tax relief 
Amount of super tax relief 


IV. Gross amount of tax chargeable on total income 

Less Tax already collected at source 1,2 43 12 0 
Relief on exempted income 6,337 12 0 
Double Taxation relief (ignored) — 


Add Penalty if any 

Amount of tax payable Rs. 
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Tax already 
collected 
Rs. a. p. 

1.243 12 0 


14,500 0 0 
312 8 0 
14,812 8 0 

8,187 8 0 
23.000 0 0 


4,629 0 0 
1,708 12 0 

6,337 12 0“ 
23000 0 0 

1 , 581 8 0 

15.418 8 0 
Nil 

15.418 8 0 
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Notes, 

1. The amount of tax collected at source js arrived at as follows : — 

(a) From salary 743 12 0 

(b) From interest on securities 312 8 0 

(c) From dividends 187 8 0 

1,243 12 0 


2 As the total income includes income from salary, interest on secnri 
ties and dividends amounting in all to Rs. 13,600 (from which tax has been 
collected at source), the amount of income-tax thereon will be proportionate to 
the amount of income tax on the tctal income of Rs. 55,200 at the rates of 
income tax in force in the assessment yeai 1946-47, i. e„ the year in which 
the tax was actually collected , but the income tax on the rest of the income 
namely. Rs. 41,600 will be proportionate to the amount of income-tax 
on the total income of Rs. 55 2COat the rate of income-tax in force in the 
assessment year 1947-48 but as the rates of income tax in both these assessment 
years are the same, this provision does not affect the calculation of gross 
income tax. 


3. The super tax on the total income, which consist partly of earned 
income and partly of unearned income, has been computed as follows : — 


(a) The super tax on the earned income of Rs. 11,500 will be propor- 
tionate to the super-tax on the total income Rs. 57,500 assuming 


it to be wholly earned viz.- 

On Rs. 25,000 Nil 

On Rs. 5,000 at 2 annas per rupee 625 0 0 

On Rs. 5.OC0 at 2$ annas per rupee 781 4 0 

On Rs. 10.000 at 3 annas per rupee 1,875 0 0 

Ou Rs. 10,000 at 4 annas per rupee 2,500 0 0 

On Rs. 2,500 at 5 annas per rupee 781 4 0 


On Rs. 57,500 


Rs. 6,562 8 0 


Therefore the proportionate amount of super-tax on Rs. 11,500 will be 
Rs. 1.312 8-0. 


lb) The super tax on the unearned locome of Rs. 46,000 will be propor- 
tionate to the super tax on the total income of Rs. 57,500 assuming 


it to be wholly unearned, vi 2 . 

On Rs. 25,000 Nd 

On Rs. 5,000 at 3 annas per rupee 937 8 0 

On Rs. 5,000 at 3J annas per rupee 1,093 12 0 

On Rs. 10,000 at 4 annas per rupee 2,500 0 0 

On Rs. 10 000 at 5 annas per rupee 3,125 0 0 

On Rs. 2 500 at 6 annas per rupee 937 8 0 


On Rs, 57,500 


Rs 8,593 12 0 


Therefore the proportionate amount of super tax on Rs. 46,000 will be 
Rs. 6,875. 

Hence, the total amount of super tax on Rs. 57,500 will 1 e Rs, 8,187.841 
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(b) When the aisesiee Is a resident not ordinarily resident 

Income or 
Loss 
Rs. 

I. Total income (as computed in 

Chapter 13) 63.500 

Less Earned income allowance on 

salary 2,300 

61,200 


Tax already 
collected 
Rs. a. p. 

l,24d 12 0 


II. Gross amomit of income-tax chargeable on Rs. 41,200 


(Ks. 61,200-Rs. 20,000 capital gams) 

Gross amount of income-tax chargcab'c on Rs. 5,000 

10,125 

0 

0 

capital gams 

312 

8 

0 


10,437 

8 

0 

(Average rate of income-tax 32‘74 pies) 

Gross amount of super tax chargeable on Rs. 43,500 




(i. e„ Rs. 63.500-Rs. 20,000 capital gams) 

3350 

9 

0 

Total gross tax 

14.288 

1 

0 


HI. Income exempt from income-tax 

Tax free interest on securities 500 

Life insurance premiums 6,000 

Shares of profits from an unregis- 
tered firm 5,000 

11,500 

Amount of income-tax relief 1,961 0 0 


IV. Gross amount of tax chargeable on total income 

Less Tax already collected at source 1,243 12 0 
Relief on exempted income 1,961 0 0 
Double Taxation relief (ignored) — 


14,288 1 0 
3,204 12 0 


Add Penalty, if any 


11,083 5 0 
Nil 


Amount of tax yayabJc its. 11,083 5 0 


2. S, a retired emplojce of the Government of India and an ordinary 
resident, makes a return of his income of the year ended 
showing the following incomes : — 

Interest on tax free government securities 
Less Bank collecting commission 

Interest paid to a bank with which the securities 
arc mortgaged for a loan taken for purchasing 
the securities __ ... 

Brokerage paid for securing the above loan 


31st March 

1947 

Rs. 

Rs. 

25 

5,000 

3300 

175 

3,700 
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Dividend received in British India from a company 
in an Indian State, earning its entire income in 
that state, but 50°/ 0 of income was derived from 
agriculture . ... „ 2,700 

Pension at Rs. 100 p. m. for 8 months ... 800 

(It is explained that the balance of the pension 
was received by him in Ceylon where he had 
gone for a change, the Government of India 
having agreed to send the pension to him there. 

It is claimed that since the pension was payable 
without India, it is exempt). 

The life insurance premium paid by him is Rs. 1,000 on an endowment 
policy on his own life, the capital sum assured being Rs. 5,000. 

It was learnt on enquiry that the assessec is a partner in a registered 
firm and that his share of income in that firm during the firm’s trading year 
ended 31st October 1946 was Rs. 8,000. The assessee's wife is also a member 
ot that firm, her share of income during the same year being Rs. 4,000 only, 
but she had already mad'' a return of her own income separately. 

The assessee owns a house property used as his residence, the annual 
letting value of which is Rs. 2,400. 

(a) Compute the assessee’s total income. 

(b) What is the amount of life insurance premium on which the assessee 

is entitled to relief ? 

(c) Indicate without actual calculations) how the incomc.tax and super- 

tax are to be calculated. (Incomi-Tax Difrxrlmtttlal Exam 1945). 


Total Income for the assessment year 1947-48. 

I. Salary {Pension from Govt, of India) 

2 Interest on tax free government securities 
(after deducting Rs. 25 for bank commission 
and Rs. 3,500 for interest on borrowed money) 

3. Property income : 

Annual value restricted to 10°/ fl of 
total income .. 1,895 

Less one-sixth for repairs ... 315 

4. Business Registered firm's share 

including his wife's share . . 

5. Other sources : Dividends 


Rs. 

1,200 


1,475 


1,580 

12,000 

2,700 


Total Income 18,955 

Less Earned income allowance (being one-fifth 
of Rs. 13,200) assuming that both S and 
his wife were active partners in the 
firm ... 2,640 

Taxable Income 16,315 


The amount of life insurance premium on which the assessee is entitled 
to reuef is Rs. 500. 

The income-tax payable by the assessee will be calculated as follows : — 
(a) The amount of income tax on salary and interest on securities will 
be proportionate to the income tax on the assessable income at the 
rates applicable in the assessment year 1946-47 ; 
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(b) The amount of income-tax on the remainder of the assessable income 
will be proportionate to the income-tax on the assessable income at 
the rates applicable in the assessment year 1947-48 ; 

(c) The total of the above (a) and (b) will be the total income-tax payable 

on the assessable income. 

(d) The relief of Rs. 500 life premium and Rs. 1,475 tax-free interest 
will be given at the average rate of income-tax. 

Test Questions. 

1. Section 22 (1 ) of the Indian Income-Tax Act lays down that each 
year the Income-Tax Officer shall give a public notice requiring every person, 
whose total income during the previous year exceeded the maximum amount 
which is not chargeable to tax. to furnish wi’hin the specified time a return of 
his total income and ti taJ world income during that year. 

After the al>ovc notice, is it also necessary that the Income-Tax Officer 
should send an individual notice to each assesscc, and, if so, what is the 
advantage of giving public notice / 

Is a person whose incom' exceeds the maximum amount which is not 
chargeable to tax, liable to any penalty (i) if he does not comply with the 
public nrticc ; and (u) if he docs not comply with die individual notice too 7 

Is there any penalty if a person, wbo-c income is below the maximum 
amount which is not chargeable to tax, docs not comply with the individual 
notice i {Agra 13. Co«m 1946) 

2. What is a return of total income, and what information is to be 
disclosed in it? 

3. Explain what yon understand by a ‘best judgment assessment*, and 
m what circumstances is such an assessment made ? 

4. Discuss the remedies that are available to ao assesscc on whom a 
best judgment assessment has been made, 

5. Describe, step by step, how you will prepare the assessment of an 
ordinarily resident individual 

6 Point out the disadvantages and die penalties to which tax-payers 
expose themselves by making die following defaults • 

(a) Failure to hie the return of income ; 

*b) Failure to produce the accounts or other documents called for by the 
Income-Tax Officer to verify the correctness of the return of income, 

(c) Maintaining incomplete accounts widiuut employing any regular 

method of accounting so that income, profits and gains cannot 
properly be dcdaced dicrcfrom ; 

(d) Concealing the income ; 

(c) Failure to pay the amount of tax. {Agra M, Com. 1945) 

7. In the examples A and I) below arc shown the incomes earned by 
two persons during the year ended 31st March 1946. In each ease show in 
the appropriate place against each source of income : 

(i) die amount of earned income allowance. 

{«) the rate of income-tax not in figures but expressed as ‘die rate 

applicable to a total income of lbs under the Finance Act’ 

W45 or 1946 as the ease may be. 

(m) the ra'e of supertax expressed as above. 

Source of Income Amount 


A. 

Salary \ 

Rs. 28,000 


Business 

36^)00 


Interest on securities 

12.000 

a 

Salary 

Rs. 12.000 


Profession 

6,000 


Dividend 

10,000 


[Incomo-Tox Do^artmontal Exam. 1946. 
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ASSESSMENTS. (2) 

A number of other important matters connected with as css me lit are 
briefly explained in tins chapter. 

t Assessment of temporary residents. Under section 24 A, which is 
designed to bring temporary residents such as touring theatrical compantcs, 
etc., under assessment when it appears to ir I T O that a person nny leave 
India during the current year or shortly alter its expiry and may not return, 
the I. T. O. may serve a notice upon him requiring to furnish a return of his 
total income for each of the complete! previous years from the period from 
the expiry of the last previous year for which he has been assessed, or wh^rc 
he has not been previously assessed, of his estimated total income for the 
period from the expiry of the last such completed previous year to the prob 
able date of Jus departure The minimum period with n which such a return 
should be required to be made is seven days. Such a notice under seetton 22 
(2) and all the provisions relating to assessment apply thereafter. 

The assessment shall be made for each completed previous year includ- 
ed in the period of assessment at the rate at which such total income would 
have been charged had it been fully assessed As regards the period from 
the expiry of the last of such previous years to the probable date of departure 
the 1 T O, should estimate the total income and assess it at the rate m force 
for the year during which the assessment is made. 

This section provides an exception to the general rule that assessments 
are made on the income of the previous year. 

2. Assessment of a deceased person— Under section 24 B, an executor, 
administrator or other legal rep escmativc of a dcee ised pers n is treated as 
the assessee for the purpose of assessment on the income ot the deceased 
person. The liability of the executoi administrator or other legal representa 
tive is, however conhned to the payment of tax to the extent to which the 
estate is capable of meeting the charge. 

3 Assessment in case of discontinued business — Businesses that may 
be discontinued fall in two classes , (i) ihose tliat have never been taxed 
under the Income Tax Act of 1918, and x »j) those that have at any time been 
taxed under the Income Tax Act of 1918 The method of assessment in these 
two cases is different. 

t) Section 25 (1) and (4) makes the following provisions for the assessment 
of a discontinued business, profession or vocation which has never been 
taxed under the Income Tax \ct of 1918 — 

(«) In order to guard against a possible loss of revenue owing to delay 
in making assessments on the profits of a business, profession or 
vocation that closes down during the course of a financial or comm- 
ercial year, it is provided that in such cases, in addition to the 
assessment on the income of the previous year, a further assess 
ment may be made in which it is closed down on the income of that 
year, 

(6) Persons discontinuing a business, profession or vocation must give 
notice of such discontinuance within 15 days to the I. T. O. other- 
wise they become liable to a penalty. 
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( c y The power to male this additional assessment ts a discretionary 
pow er which ma> be exerctsed whether the business is a purely 
temporary ore commencing and closing dowm in the same year, or 
whether it is a business that ha^ been in existence and has been 
previously taxed uncer the presen Act. It ‘•honld be u=ed only in 
ca*es where there is reason to anticipate that the Ux maj no* be 
collected unless die as<=c e snie»i i« made in the jear in which the 
busiress close* down, 

(rf) The profhs to oc taxed in this way are the prof .s accruing be*wcen 
the end of the la e t previous >ear (of which the prof ts have been 
taved) and the date of discon inuance of the business. The ra e to 
be applied in taxing a discontinued business is the ra*e in force in 
the jear in which the a^ses men is made This is another exception 
to the general rule tha as cements are made on the income of the 
previous year 

ii ) Section 25 (3 deals wih he discontinuance of a business profession 
or vocation which has at any time been taxed under the Income Tax 
\c* of 1918, according to which Act a provisional as'essmen* was 
made on the e«*una cd income of the tear and this as^cs'mcnt was 
subsequently adjusted and corrected when the income of the year 
in which d e provisional assessment was made was ascertained. 

flits system was abolished by the Income Tax \a of 1922, and to 
prevent double taxation fer one year which would otherwise result a disconti 
nued busier**, profession or vocation (wbiJi has been taxed under the 1918 
Act) is not liable to tax in re«pcct of profits for the period from the end of the 
last previous year to the date of discontinuance Moreover the a*scssee in 
«uch a ca*e is en vied to subnitu‘e the pron.s of that period for the profits of 
the la't prev tous year. 

When a claim for this concession ts made it must be supported oy proof 
tliat ux had been charged under the Act of 1918 in respect of that very bust 
ness. A claim to be assessed undrr this sub-section mar be admifcd if it 
is made no* la er than one year from the date on which the business is discon 
tinned. 

When there is a c ucccsncn to a business, profession or vocation which 
has at any time bven taxed under the income Tax \ct ofr 1918, the owner of 
*hc business which is also cc illcd under section 25 (4) to the concession 
injojed by the owner of a discontinued business It means that the prcdcce 
‘sor m such a case is not liable to pay tax on the income of the period from 
tfie end of die prev ions year to the date of succession, and he can also claim 
that the income of tha* period shall be deemed to be the income of the previous 
)ear. No claim for relief in such ca*es shall be en ertaned unless i* is made 
before the expiry of one year from the date of succession. 

Illustrations 

(a) If a profession (*ct up 1916) who*e prev ons year ended on 31 c t 
March is closed down on 3ln March 1940 is assessment lor 1939-40 would be 
e u the profits of 19 --8 39 or a its opio" on the profits of 1939 40 and no 
assessment will be made for 194CM1. 

(t) If this profession closed down on v-O-h April 1939 (instead of on 31®t 
March 19 C) it would •■till be assessed in the year in which it closed down 
(1939-10) but the as es«mei t would be on the profi s of the 193839 or at t s 
ojiion on the pioft-s of onlj April 19?9 and no assessment w ould be made 
i i the year 1940-41 

(e) A busmess stai cd before 1918 whose accounting year ended cn 3(kh 
Aptil is dosed down on Jt> h September 1939 Then us asse^ments in the 
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financial year 1940-41 would be on the profits of the previous year to 30*h 
April 1939, or at its option on its profits from 1st May 19 >9 to 30*h September 
1939, and no assessment would le made for the financial year 1941 42. 

4. Assessment when there Is change In constitution or succession — 
Section 26 gives effect to the principal that the assessment on the profits of the 
previous year should be made on the person who receive! the profits. 

Therefore when there is a change in the cons ltution of a firm or a firm 
has been newly constituted or when there ha-%*beea a change in the proprietor 
ship of a business, profession or vocation, the persons who are entt led to 
receive the profits are the persons to be assessed on them. 

Provision is also made for assessment on and recovery of tax from the 
successor in the case where the predecessor cannot be fourd or where he will 
not or cannot pay the tax An explicit right is also given lo the person by 
whom tax properly payable by another is paid to recover any amount so pant 
from that other person. 

5. Cancellation ol assessment when cause Is shown — Where an 
assessee, within one months from the service of a notice of demand, satisfies 
the 1. T. O. that . — 

(o) he was prevented by sufficient cause fro m making the return of 
income under section 22 (2) or section 34, or 

(6) he did not receive the notice issued under section 22 (4) or section 
23 (2), or by sufficient cau'e he was prevented from complying with 
the terms of these notices 

then the I. T. O shall cancel the assessment and proceed to make a 

fresh assessment — section 27. 

6 Income escaping assessment — Under section 34, if the I. T. O has 
definite information that there has been complete escapement, under assess 
ment assessmeu* at too low a rate or excessive relief, he has a right to re-open 
assessmen s for past years. In a case in which the L T. O. has reason to 
believe that there has been concealment of income or the deliberate rendering 
of false returns, he can re open as.essments for eight years back, and in any 
other case for four years back. These dras ic powers do not have retrospective 
effect and for years prior to 1st April 1939 the time limit remains at one 
year. 

In such cases the tax is to be charged at the rate at which it would have 
been charged if the income had not escaped assessment cr full assessment. 

In case of deliberate concealment of income, a penalty amounting to 1J 
times the tax that would hate been evaded can also be imposed, 

7. Rectification of mistake. — Under c ection 25 the Commissioner, the 
Appellate Assistant Commissioner or the I. T. O. may (whether on his own 
motion or the application of an assessee) rectify any mistake apparent from the 
facts or documents which were before him when he passed his revisionai, 
appellate or orig nal assessment order as the case may be. 

The period of limitation for the rectification of mi'takes is four years , 
but no such rectification shall be made of any mistake in any order passed 
more than a year before 1st April 1939, 

This section does not confer on officers a general power cf review or 
authorise any assessee to introduce any new facts in connection with the said 
assessment. 

Orders of rectification which resnli in an enhancement of the assessment 
cannot be made without giving notice to the assessee and giving him an 
opportunity of being heard. 
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Test Qnestloas. 

1* Explain folly the relevant provisions of the Indian Income-Tax Act 
under which no tax is pajable in respect of the profi s and gains of a busine-.*, 
profession or vocation in the ci ent of ns discontinuance, and a claim tor the 
tcfand of tax already paid may al»o be made in some cases. 

Why, in your opinion, has tins special provision been made ? How 
far does uus concession apply to super tax ? {Agra M. Com. 194G) 

2. In what arcomstanefe* may an as cssment be cancelled ? 

3. What are the provisions of law regarding income that has escaped 
assessment ? 



CHAPTER 21. 

REFUND OF TAX 

Refunds are necessitated generally by the svstem of "taxation at source" 
as in the case of dividends, and "deduction at source" as in the case of interest 
cn securities, salaries and certain other payments. In both these groups of 
ca«es the average rate of tax, if any, appropriate to the "total income" or the 
‘ total world income’ (as the case may be) of the recipient of the income is not 
known at the time the tax is assessed or deducted. 

Section 18 (9) makes it obligatory upon the person deducting income tax 
or super tax to issue a certificate specifying the amount of the tax deducted 
from the income concerned and the rate at which it has been deducted , and 
similarly section 20 requires the principal officer of a company di« ributing 
dividends to issue to shareholders a certificate stating that the company has 
paid or will pay income tax on the profit® that are being distributed. These 
certificates are ordinarily accepted by Income Tax Officers as proof that tax 
has been paid. For purposes of refund, dividends are deemed to have been 
taxed at the maximum rate of income lax in force on the date on which they 
were paid, credited or distributed. 

Section 48 provides that when the tax paid (including super tax) exceeds 
the amount chargeable, the owner of the income is entitled to a refund of the 
excess. Below are given examples of cases in which a right to claim a refund 
of tax may arise . — 

1. Where the amount of tax collected at source is greater than the 
amount of tax properly payable. 

2. Where the rectification of a mistake in the assessment under section 
35 has the effect of reducing the tax paid 

3 Where an appeal agamst the assessment made by an I. T. O. results 
in a reduction of tax and the tax has already been paid. 

4. Where a business, profession or vocation (which was charged to tax 
at any time under the Income-Tax Act of 1918) is discontinued or succeeded 
by another person (vide Chapter XVI) 

Refund Procedure. An application for refund must be made m the 
prescribed form to the 1. T. O concerned (or to the Income tax Officer, Non 
residents Refund Circle Bombay, in the case of non residents) , and it must be 
accompanied by a return of total income or total world income (unless such a 
return has previously been made) and also by certificates relating to deduction 
of tax at source and taxation of dividends. 

The onus of proving the claim to refund {and therefore of adducing 
satisfactory evidence of his total income and of total world income) lies on the 
claimant, and if he fails to discharge it his claim will be rejected. 

Period of limitation. The time limit lor refund claims is four years 
from the end ol the assessment year (that is to say four years from the last 
day of the financial year commencing next after the expiry of the previous 
year in which the income arose or was brought into British India) , but claims 
in respect of tax paid prior to 1st April 1939 will not be admissible unless 
made within 12 months from the last day of the calendar year m wh ch the tax 
was recovered or before the last day ol die financial year commencing after 
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the expiry of the previous year in which the mcirne aro.e on which the lax 
was recovered whichever period may expire later. 

Other provision* relating to refund*, — (1) where the income of one 
pert/vn is included in the toul income of any other person, such other person 
only is intitlcd to a refund in nspect of such income. 

(2) The amount of refund instead of b mg paid may lie set off against 
any tax remaining payabfi. 

(Jj Where through death, tncapanty, insolvency, liquidation or other 
cause, a person cannot rlaun a refund, Ins legal representative can do so on 
hi* Khali, 

(4) The wccssity for making a claim lor the rcluiid of tax on inn rest on 
governun nt ••cmritici (and ais<* m respect of th ux on salaries, oth< r interc't 
and other sums (Mid to non residents; can in many case's Ik avoided lay o Kim 
mg a certificate from tht 1. r. O. »o tht < licet that the t«*tal income nr t/al 
world income of tf»< recipient i* not liable to tax or is liable only at a rate less 
than the maximum rate. 

(*») \ perwm objecting to an order ol an I. T. O. refusing to allow a 
refund or prantmg a refund of an amount less than what he has rlaimcd, has 
the right ol appeat against such order. 

Teat Quesfion. 

1. Why are refund* of ux necessitated ( State a few cases in which a 
refund of UX may be claimed. 

2. What i* the procedure if you wish to cfaira a refund of Ux i 

X. Whin dot# a claim to a refund of tax become time barred / 
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The taxable income of an insurance business is not computed in accord- 
ance with th“ provisions of section 10, but in accordance with the rules contain 
cd in die Schedule to the Income Tax Act In the words of Mr. S P. 
Chambers These rules are very complicated. They mu' 1 of necessity be 
complicated because insurance is a complicated subject, and so is income tax, 
and if jou marry two complicated subjects you ge something still more comp- 
licated " 

A, Life Insurance business. 

The taxable income of a life insurance business (whether earned rn by a 
proprietary insurance companj or by a me ual insurance association) is taken 
to be either of the following two amounts u hicherer is gre ilcr - — 

(a) The gross external incomings of the preceding year Uii management 
expenses ot the preceding year, and 
(fc) The adjusted annual average actuarial surplus of the last mtervalua 
lion period ending before the assessment year, arrived at by adjust- 
ing the surplus or deficit. 

(a) Gross external earnings basis— In computing the taxable income by 
this method the following provisions mu«t be taken into account : — 

1. "Gross external incomings” means all earnings from interest, 
dividends, fines and fees, etc., from whatever source denied (except premi- 
ums, interest and dividends on any annuity fund and profits on the sale of 
investments or other assets) provided that any income from property should 
be computed m accordance with the provisions of section 9 

2. "Preceding year" means that year for which annual accounts arc 
required to be prepared under the Insurance Act of 1933, immediate!} preced 
mg the year for which the assessment is to be made. 

3. "Management expenses" means the full amount of expenses 
(including commissions) incurred exclusively for life insurance business, and, 
in the case of a composite company, a fair proportion of the general business 
expenses as well 

Bonuses to policyholder, depreciation of and losses on the sale of secunt 
jes or other assets and any other expenditure which cannot be allowed as 
business expenditure unoer section 10 are not management expenses More 
over, the amount of allowable management expenses is subject! o the following 
maximum ' — 

Kinds of Policies Percentage of first Percentage of 

year’s premmms renewal premiums 

1. For single premium Policies 7J — 

2. For policies for which the number of 7| times the number of 12 
annual premiums is less than 12 such annual premiums 

3. For policies for which the number of 7J times the number of 21 

years during which premiums are such years 

payable is less than 12 - 

4 For all other policies 90 12 
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the total world income being computed tn the same manner as the total income 
of a resident insurance company as explained m this chapter. 

Test Questions, 

1. The Indian Income Tax \ct ha 1 ' made special provisions for the 
computation of the profits and gams of the insurance business. Explain these 
provision' futlv, pointing on* the dttfcrcncc between the assessment of the 
profits of life insurance business and other forms of insurance. 

[Agra M. Com. 1040). 

2, Explain Actaarial Sarplus , Gross External Incomings , Bonus. 
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1. Appeals 

Appellate authorities — 1. In the first ins'ance, the assessee can appeal, 
against the orders of the I T. O to the \ppcll ate Assistant Commissioner 

2. If he is dissa*isfit«l with the \ppella e Assistant Commissioner's 
decision, he can appeal to ih'" Appellate Tribunal but this second appeal is 
not given free of cost, as the notice of appeal mnst be accompanied by a fee 
of Rs. 100- 

The right of appeal is given not only to the assessee, but also to the 
Income Tax Department. The Commissioner of Income-tax may direct an 

I. T O to appeal to the Appellate Tribunal against any order passed by the 
Appellate Assistant Commissionei . As smted in Chapter I, the Appella'e 
Assistant Commissioner is under the direct control of the Central Board of 
Revenue, and not under tha’ of the Commissioner of Income-tax. 

This right given to the Income-tax Department to appeal should give 
the Appellate Assistant Commissioner confidence to decide appeals justly and 
boldly whether the decision ts tn favour of the assessee or against him, since 
he has full knowledge that both parties have an equal right of appeal to the 
Appellate Tribunal. 

3. On any question of law either the asscs«ec or the Commissioner may 
require the Appellate Tribunal to make a reference to the High Court. For 
each a reference the assessee mus* also pa> Rs. 100. 

An appeal shall lie to His Majest> ta Council from any judgment of the 
High Conn delivered on a reference made m any case which the High Court 
certifies to be a fi* one for appeal of His Majesty in Council. 

What can be appealed against — 1* is an established rule of law that 
there is no inherent ngh* of appeal and that a right of appeal must be given 
by a statu’e. By virtue of section 30 an appeal may be preferred against the 
following : — 

1. The amount of in.ome a*sessed or the amount of tax determined 

under section 23 or 27. 

2. Order under s-'caon 23- A re non distribution of company profits. 

3. The amount of loss computed under section 24. 

4. Order nnder section 25 (2) re discontinuance of bnsmess- 

5. Order nnder section 25-A repartition of a Hindu undivided family. 

5- Order under section 26 (2) reassessment si hen there is a change of 

propne*orship of bnsiness- 

7 A refusal of an I T O to register a firm under section 26- \. 

8- A refusal of an I T. O to make a fresh assessment under section 27 

9 Order under section 23 re imposition of penalty 

1C Order under section 44 E (6), 44 F (5) imposing a penalty for failure 
to furnish information called for. 

11 Order under section 46 (1) imposing a penalty for non payment of tax 

12 A refusal of an I T- O to allow a refund under sections 48, 49 

or 49-F 

13- The amount of the retnnd allowed by the I T- O- under section 
48, 49 or 49-F- 
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No appeal can lie against an order under section 46 (t) unless the tax 
has been paid , and where the partners of a firm are individually assessable 
r n their snares in the total income of the firm, any such partner may appeal 
against the order of the I T O determining the amount of the total income or 
loss of the firm or the apportion men* thereof between the several partners 

Period of Limitation— The appeal should ordmarly be presented within 
thirty days r t the receipt of ‘he notice of demand or the intimation of order 
The world ‘ordinarily’ implies that the \ppellate Assistant Commissioner ha*, 
power to extend the period The latter half of section 30 (2) expressly 
»mpjwersthe appellate \ssistant Commissioner to admit an appeal after the 
expiration of the period of thirty days if he is satisfied that the appellant hul 
sufficient cause for -ot pre>-eoting it within that period 

Porm of appeal— Th appeal should be in the prescribed form and 
verified in the prescribed manner \ armus forms of appeals have been 
prescribed in the Rules. 

2. Information at source i — 

The following are the provisions of law regarding the supply of infnr 
mation to the Income-tax Department — 

1. Under section 19- the principal officer of every company must file 
with the f T O , before 15th June each year, a return giving the names and 
addresses of those shareholders to whom dividends exceeding Rs- 5,000 were 
distributed during the preceding year together with the amount paid to each 

2. Under section 20 A every person responsible lor paying any interest 
(not being interest on securities) mus* furnish to the 1. T. O., before 15th June 
each year, a return showing the names and addresses of those persons to whom 
interest exceeding Rs 400 was paid during the previous nnanctal year, 
together with the amount paid to each. 

3. Under section 21, every employer must file wi'h the 1. T O., before 
30th April each year a return of all employees deriving an income from 
salaries ol Rs. 1 60(J per annum or over. 

4. Under section 25 (2), any person discontinuing a business, profession 
or vocation must give to the I T. O., notice of such discontinuance within 
fifteen days of the discontinuance. 

5. Under section 38, the I. T. O., or Assistant Commiasioner ( \ppcllate 
or Inspecting) may require (a) a firm to furnish the names and addresses of 
its partners , (b) a Hindu undivided family to furnish the ramesand addresses 
of its manager and adult members, (c) a trustee, guardian or agent to furnish 
the names and addresses of the persons for whom he is trustee, guardian or 
agent , and d) any assessee to furnish the names and addresses of those to 
whom he has paid in any year rent, in crest, commission, royalty, brokerage 
or annuity amounting to more than Rs. 400, together with particulars of the 
amounts paid 

6. Under section 44 E (6) and 44 F (5) on a notice being received from 
the I. T. O., the owner of shares and securities which have been temporarily 
transferred to another person must furnish the information called for. 

7. Any dealer, broker or agent or any person concerned in the manage- 
ment of a stock or commodity exchange shall furmsh a statement of the names 
and addresses of all persons to whom ht or the exchange has paid any sum 
in connection with the sale, exchange or transfer of a capital as«et or on whose 
behalf or for whom he or the exchange has received any such sum together 
with particulars of all such payments and receipts. 
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3. Representation of Assessees, 

Under section 61, apart from lawvers, accountants who are regi tered or 
members of a recognised association, officers jf a ^chejnlcd bank, relative or 
emptovees of the as«es e ee, and person^ who hate acted as income-tax practi- 
tioners prior to l't \pril 1939, nobody can represent the a«'essee in income-tax 
proceedings, unless he has passed a recognised accountancy examination or 
has acquired an edncational quahfiea*ion recognised by the Central Board of 
Revenue, which has clreadv published a li=t of recognised acecun'aney 
examinations. This I t <st includes, i—er a i a, the B. Con-. Examination with 
Advanced Accountancy uf any univer^itj in India. 

Persons dismissed from government service after l«t \pnl 1933 and 
persons found guilty of misconduct by their professional bodies {in the case of 
lawyers and accountants) and by the Commissioner in other cases, are debarred 
from representing asse*sce*. The direc'ion of the Commissioner in any of 
these cases is subject to appeal to the Centra! Board of Revenue. 

4. Information supplied by assessees to be confidential. 

All information supplied to the Income tax Department by assessees in 
the shape of any statement, return, account, documents eviderrc, affidavit, 
deposition or record shall be treated as contidcntial , and a public servant who 
discloses it shall be punishable with imprisonment which mat extend to six 
month-., and shall also be liable to fine. 

5. Step System and Slab System. 

These are the two methods ot computing income-tax on the income 
chargeable. Under the step system, income-tax at the rate applicable to the 
total income has to be paid on the whole amount of the total income ; and the 
rates of income tax prescribed for differed amount* of total income are 
different, the higher the inccme the higher the ra*c. This system was in vogue 
prior to 1-t April 1939 when it was abolished. It has been reintroduced in 
connection with the taxa’ion of capital gams. \a already explained in a 
previous chapter, capital gam* exceeding Rs. 5U.C00 but not exceeding 
Rs. 2.00.000 are taxed at two annas per rupee , while capital gains exceeding 
R*. 2,00,000 but not exceeding Rs. 5,00,000 are taxed a: three annas per 
rupoe. Thus an asseasee making a capita! gain of Rs. 60,000 will pay tax at 
two annas per rupee or. the whole amount ; and another assessee making a 
capital gam of Rs. 3.CO.OOO will pay tax a: three annas in the rupee on the 
whole amount. This is the step ays*em. 

Under this system an injustice is done to those asaesaees whose taxable 
income just exceed* the limit where the rate changes. To avoid this, a 
marginal relief is gran'ed. Thns, an as«e«'e making a capital gam of 
wJA w*. be wqw.ixi 717 wt cn -whtAe-auiuQTn at tine itet <fi 
two amais per rupee ; he will have to pay at the rate of one anna per rupee on 
Rs. 50,000 plus ore-half ot the excess of his total income over Rs. 50.000, 1 . e., 
Rs. 20a 

To do away w ith the hard«hip, injustice and the inequitable results of 
the step sys'em ol taxation, the Finance Act of 1939 introduced a new and 
more equitable sy^'em of taxation known as the slab sy-tem. Urder this 
system, successive slabs or «hces of income are charged at progressively 
higher ra’ts of tax, the ttrst si ce beating no tax whatever. If, lor example, 
an aasessee has an ireome of Rs. 15,000, he pays no tax on the f r «t slab ot 
R>- 1,500, pays tax cn the next slab of Rs. 3,500 at the rate of one anna per 
rupee, pays tax on the next slab of Rs. 5,000 at the rate of two annas per 
rupee, and pays ax on the las: slab of Rs. 5,000 at the rve of time and a 
half annas per rupee. This is the slab system of taxation. 
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Test Questions 

1. What are the rights of appeal given to an assessee ? State a few 
cases m which he may file an appeal. 

2. By whom may an assesses be represented in income-tax proceedings ? 
3 Briefly state the difference between (a) original cost system and 

written down valae sys*em of depreciation , (b) taxation ol registered firms 

and unregistered firms , (e) treatment of recognised and unrecognised provi- 
dent funds (d) assessment of resident and nonresident assessees; (e) slab 
system and step system of taxation , (f) effect of public notice under section 
22 (1) and individual notice under section 22(2) for return of income, 

( Agra B. Cow. 1947) 



CHAPTER 24. 

SOLVED QUESTIONS. 

1. \ doctor’s income consists of Rs 5,400 from profession, 5 0 intercut 
cti Rs. 10,000 government securities, and Rs. 100 as director’s fees. 

He owns a bungalow which he uses lor his own residence, the muntct 
pal valuation of which is Rs. 1,000. He paid Rs. 150 for (ire lOMirarce pre- 
mium and Rs. 50 ground rent. The bungalow is mortgaged and the rn’ere-t 
cn the mortgage amounts to Rs. S00. 

He paid Rs. 1,200 as premium on a policy on hts own life. 

Ascertain the tax payable by him for 1947— {-Vgra B. Com. 1944) 


1. Interest on securities 


Gro*s 

Income 

Rs. 

SCO 

2. Property income : 

Annual value restricted to 10 J , 0 
of total income 


515 

Lczz one-nxth for repairs 

90 


Fire premium _ 

150 


Ground rent ... 

50 


Mortgage interest 

800 

1,090 -545 


Tax collected 
at source 


Rs. 

156 


3. Professional income ... 5,400 

4. Other sources : Director’s fee* 100 


Total Income 

Lezz Earned income allowance being cnc- 
fifth of Rs. 5,500 


5.455 

1,100 

4,355 


Gross amount of income-tax on Rs. 4,355 178 7 0 

Average ra’e 7.S6 pies per rupee. 


Exempted Income « 

Life insurance premium amounting to Rs. 909, and the tax relief 
'trereue. wt'im vreragt: -nfix Vc- "27* 

Gross income-tax chargeable on taxable income ITS 7 0 

Ltzz Tax already collected 156 4 0 

Relief on exempted income 37 3 0 193 7 0 


Amount refundable ... 15 0 0 


2. From the following information relating to the previous year ended 
31 <t March 1947, prepare the as«c**ment cf A: — 

He is the ch-ef accountant of a large mill company drawing a salary of 
Rs. 600 and a hoa>e-rect allowance of Rs. 50 per month. During the year he 
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contributed Rs. 800 a recognised providend fund to which hts employer 
also contributed the same amount. The interest on his providend furd account 
for the j ear was Rs 915 

On the occasion of the company s silver jubilee he was given two months' 
salary as bonus during the year. His c her taxable income consisted of (a) 
Rs, 900 as share of profits from an unregistered firm which has been taxed, 
(b)Rs 1,275 from property, (l) Rs 500 interest from tax free government 
securities and (d) Rs 810 received as dividends 

The premium paid on his life insurance policies amounted to Rs. 865 
( Agra B. Com. 1946) 

A’s Assessment Tor 1947-48. 


1. Salary 

House rent allowance 
Bonus 


Gross Tax collected 

Income at source 


7.200 
600 

1.200 9.000 438 12 0 



Employer's P. F ccn'nbuuon 

800 


Interest on P. F. 

915 


Interest on securities (Tax free) 

500 

a. 

Property income 

1,275 

4 

Business Profits from an unregistered 



firm (Taxed) 

900 

5 

Other sources Dividends gross 

1,178 


368 3 0 


Total Income 


14,568 806 15 0 


Less Earned income allowance being 
20% on R$ 10,715 being salary 
and accretion to P. F. 2,143 


Taxable Income 12,425 


Gross income tax on Rs 12 425 

Average rate of income tax 21.23 pics per rupee. 


Exempted Income . 

1. P. F contribution restricted to one sixth of 
regular salary 

2 Life insurance premium 

3 Interest on P F assumed to be less than 6% p- a 
4. Tax tree interest on securities 

5 Profits trom an unregistered firm already taxed 


1,374 4 0 


income-tax relief thereon at 21 23 pies per rupee 
Rs 484-5-0 

Gross amount ol m-ome tax chargeable on taxable income 1,374 4 0 
Less Tax collec od at source 806 15 0 

Relief on exempted income 484 5 0 1,291 4 0 


Rs 83 0 0 


Net tax payable 
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The amount of tax colJec*cd at source frota salary bas been competed 
as follows : — 

Estimated annual salary 

Less Earned income allowance 

Taxable amotm* 

Income-tax thereon Rs 

\vcragc rate 13 16 pies per rupee. 

Relief on P. F. contribution Rs 800 

Net yearly tax to be deducted 

Monthly tax deduction 

Hence deduction for 12 months 

3. The following are the particulars ol 
government servant, for the previous year ended 31st March 1947 

(a) His salary was Rs. 750 per month and his travelling allowance bills 
for the whole year amoun'ed to Rs. 1,660, the ac ual expenditure incurred by 
him on travelling being Rs- 1,140. 

(b) He contributed one anna in the rupee to Government Provident Fond, 
his employer contributing an equal amount. Interest on his provident fund 
account balance for the year amounted to Rs- 1,580- 

(c) He owns two bungalows, one of which is let at Rs. 125 per month and 
the other the annual rental value of which is Rs- 850 is occupied by him for 
his own residence. He pays Rs. 150 per year as ground rent and insurance 
charges in reaped of the first bungalow and Rs. 210 per year in respect of the 
second one. 

(d) His invcs*ments during die year were as follows : — (i) Rs. 5,000 5% 
tax free government securities, and (it) Rs- 8,000 6°, 0 preference shares m a 
sugar mill company. 

lc) He is insured and pays an annual premium of Rs- 1,250. 

You arc required to find out for his assessment ol 1947>48 (i) his toul 
income, (u) earned income allowance that will be granted to him, (m) his 
taxable income, and (iv) the amount on which he can daun exemption. 

(<lgra B. Com. 1947) 


Rs. 

9,000 

1,800 


7,200 

493 12 

0 

W 13 

0 

438 15 

0 

36 9 

0 

438 12 

0 


the income of D D- Pandc, a 


Salary 


9.000 

In*errst on securities : Tax free ... 

250 

Property income : 



Annual letting value of both houses 2,350 


Lais one-sixth for repairs 

391 


Ground rent and insu- 



rance premium 

360 751 

1,599 

Other sources : Dividends gross 

480 


Total Income _ 

11,329 


Earned income allowance 

1.800 


Taxable Income 

9.529 


17 
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Exempted Income i 

1. Provident fond contribution .. .. 562 

2 Insurance premium .. . 1,250 

3» Tax fre interest oa securities ... ... 250 

2,052 

Nofe»“It is assumed that the dividend on preference shares was duly 
received. 

4. The details of the income of an ordinary resident for the year ended 
31st March 1947 are given below, and you are asked to compute his total 
income, taxable income and exempted lhcome for 1947*48 assessment. 

I. Salary of Rs, 300 per month for die first six months of the year, 10*/ 0 
of which was contributed to an unrecognised provident fund maintained by 
his employer. 

2 On 1st October 1946 he was rencnched and on that date he received 
from the unrecognised providen* fund Rs. 9,500, which included Rs. 6,500 
for his own contributions and interest thereon. In addition was paid Rs 5,000 
by way of compensation for the loss of the employment. 

3. From 1st December 1946 he was able to secure another job on 
Rs. 250 per month. 

4 He received fa) Rs. 6,000 for an endowment insurance policy , (b) 
Rs. 924 as dividend from company , (c) Rs, 150 tax free interest from 
government securities , (d) Rs. 55 interest on postal savings bank account , 
(e) Rs. 430 as directors’ fees, (f) Rs. 500 being one half share of a 
Hindu undivided family , (g) Rs. 3 750 interest on treasury bills , (h) Rs. 350 
as rent from land situated in the U. P and Rs. 500 as rent from land owned in 
Bharatpur State , (i) Interest on Rs. 1,50,000 3 1®/ 0 government paper ; (j) A 
monthly pension of Rs. 125 as an ex-employee of Gawhor State 

5 Rs. 5,400 being one-third share profits from an unregistered firm, 

6. Income from a registered firm Share of profits Rs. 3, 150, 
interest on capital Rs. 500 and commission Rs. 350. 

7. He made a profit of Rs. 10 000 from speculation in Indore State and 
a loss of Rs. 15000 from speculation in Jaipur State. 

8. Income of £375 frem. sterling securities, one half of which was 
actually received in British India and the balance was reinvested in London. 

9. In may 1946 he started the construction of a residential house which 
was completed in January 1947. It cost Rs. 25 000 which was borrowed at 
6 per cent, per annum. The municipal valuation of the house has been fixed 
at Rs. 1,200. 

He paid Rs. 6 500 as premia on his life policies for Rs* 50,000. 


(a) Indian Income i 


1. Salary as such 2,550 

P. F. money 3 000 .. 5,550 

2. Interest on securities Taxed .. 5,250 

Tax free ... 150 

3 Business . Prof ts from registered firm 4,000 

Profits from unregistered firm 5,400 

4. Other sources : Dividend gross ... 1,344 

Director's fees .. 430 

Interest on treasury bills 3,750 


Rs. 


25,874 
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(b) Foreign Income » 

1. Remitted income from Indian S ate ' 

Agricultural income .. 500 

Pension .. 2,500 2,000 

Remitted income from other foreign countries 
(£187-10-0 at one shilling six pence) 2,500 

2. Unremitted foreign income being less than 

Rs. 4,500 . — 

3. Unremitted Indian State income : 

Profit in Indore State 10,000 

Loss m Jaipur State -15,000 

- 5,000 4.500 

Tital Income Rs. 30,374 
Less Earned income allowance being one fifth of 

Rs, 11,480 - 2,296 

Taxable Income Rs. 28 078 

Exempted fucotne » 

1. Tax free interest on securities .. 150 

2. Profit from unregistered firm 5,400 

3. Life insurance premium restricted to 10 per 

cent, of the sum assured 5,000 

10,550 

Notes. The loss incurred in an Indnn Stite cannot h- set off against 
British Indnn income , it can be c-uriel forward and s»t off only against future 
Indian State income from the sim* business. 

The income from house property intended for residential purpa es an 1 
constructed between 1st April 1946 and 31*t March 1948 is exempteJ for two 
assessment year'. 

5 An individual had the following income in British India during the 
calendar jear 1946 — (a) Property— annual letting value Rs 48 000, (b) 
Salary Rs 12,000 , cj 8 anna snare of profits in a registered firm Rs 10000, 
and (d) 8 anna share of loss m an unregistered firm Rs 5,000. 

You arc required to determine his taxable income, and find out the tax 
payable him after considering the following facts » — 

J Rs, 2. COO a year is payable for the ground rent of the land on which 
the property is si*ua ed, but as this sum was in arrears since 1943, 
Rs 8,000 had to be paid during the year 
2 The property has been constructed with a borrowed capita! of 
Rs. 1,00 000 on which interest at 4% p a. is payable 
3. He spent a sum of Rs 6 OOOon the repair of the property and paid 
Rs 1,000 as salaries to the staff employed for collecting the rent. 

4 The particulars of his life insurance policies are : — (a) Whole-life 
policy on his own life, capital sum assuiedRs. 50,000 and premium 
paid Rs 2 000 , (b) Endowment policy on the life of his wife, 
capita! sum assured Rs 30,000 and premium paid Rs. 5 000, (cj 
Marriage endowment policy for daughter for Rs. 10 000 payable 
on the happening of the marriage but not otherwise, premium paid 
Rs. 1,000. {Agrn if. Com 1945). 
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Assessment for 1947-4S 


Gross Tax collected 
Income at source 


Rs. 

1. Salary ... .. 12.000 

2. Property income : 

Letting value 48,000 

Less one sixth for repairs 8,000 
Ground rent 2,000 

Interest 4,000 

Collection charges 1,000 15,000 33,000 

3- Business : Profits from registered firm 10,000 

Total Income 55,000 

Less Earned income allowance ... 4,000 


Rs. a. p. 
793 12 0 


Taxable Income 51,000 

Gross amount of income-tax on taxable income 
Average rate of income tax 49.65 pics per rupee. 
Gross amount of super-tax on total income at the 
rates applicable in 1947 48 assessment 


Exempted Income t 

Life insurance premium Rs. 6,000 and relief thereon Rs, 1,551 9 0 
Gross amemtv of tax 20,093 12 0 

Less Tax collected at source ... 703 l2 0 

Relief on exempted income 1,551 9 0 2,345 5 0 

Tax payable Rs. 17,748 7 0 

6 C is employed as an engineer in a sugar mi'l on Rs. 500 per month. 
He contributes 10 k, of his sal&ray to an approved superannuation fund and 
abnpiys Rs 3,603 annually as premia on Ins life policies for Rs. 25,000. 
His income from investments is as follows . — 

1. A tax free dividend of Rs. 15 per share On 90 shares m a company, 

60°/ 0 of whose profits are taxable , 

2. \ tax free dividend of 10% on 15 shares r f Rs. 500 each m a com- 

pany whose entire profits arc taxed , 

3. 5' „ interest on Rs 15 000 port trust debentures , 

4. 3J/i ntcrest on Rs. 25,000 government paper ; 

5. 4}% interest on £ 2,000 debenture stock of foreign company. 

His bank charged him Rs. 15 for collecting m’erest and dividends. He 
also received Rs 1 18 as interest on a bank fixed deposit and 5% interest on 
a mortgage of Rs 15,000. 

Prepare his assessment for 1947-48. 


13087 8 0 

6,906 4 0 
20,093 12 0 


C’s Assessment for 1947-48. 


Gross 

Tax collected 

Income 

at source 


Rs. 

Rs. a. 

P- 

6,000 

180 0 

0 


1. Salary 
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2. Interest on securities ... 2,825 

Le si Bank commission ... 15 2,810 

3. Dividend gross ... 2,752 

In'erest on fixed deposit ... 118 

Interest on mortgage .. 750 

Total Income 12,430 

Less Earned income allowance 1,200 

Taxable Income 11,230 

Gross income-tax on taxable income 
Average rate of income-tax 19-02 pies per rupee. 
Exempted Income 

1. Contribution to approved S F. 600 

2. Life insurance premium 1,471 


2,071 

Amount of income-tax relief thereon Rs. 205-3*0, 
Gross income-tax chargeable on taxable income 
L/ss Tax collected at source 1,340 3 o 

Relief on exempted income 205 d 0 


507 13 0 
652 6 0 

1310 3 0 

1.112 13 0 

1.112 13 0 
1,545 6 0 


Amount refundable Rs. 432 9 0 


7, An American came out to Bombay for the first time on 1st July 1946 
to take up the post of chief chemist m a large chemical works under a five 
year's agreement and on a monthly salary of Rs. 2,000 payable on the Ust day 
of each month. His other income in British India up to3Ist March 1947 
was as follows . — 

1. One half year's interest on Rs. 25 000 3®/„ government securities , 

2. 6 */, dividend (less tax) on Rs. 10,000 preference shares in a jute 

mill company ; 

3. A dividend of Rs. 3 and a bonus ol Rs. 2 per share (LkaIi free of tax) 

on 1,000 shares in an engineering company, 80 ' J0 of whose prufi's 
arc taxable , 

4. Rs. 250 a* directors’ fees. 

He earned Rs. 50,000 from agriculture in America, haff af which ms 
remitted to him in Bombay in October 1946. 

He is insured for 10,000 dollars with an American insurance company 
and he pud in New York 400 dollars as premium. 

Prepare his income-tax assessment for the year 1947-48. 


Assessment for 1947-4B. 

Gross Tax collected 

Income at source 

(a) I nd/«n Income t Rs. Rs. a. p, 

1- Salary ... 18,000 1306 4 0 

2. In crest on secnnties ... 375 117 3 0 

3. Dividend : Jotc mill shares 600 187 8 0 

Engineering company shares 6.666 1,666 11 0 

Director's fees ... 250 

3,777 10 0 


25391 
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Remitted to British India ... 25,000 

Total Income 50,891 

Less Earned income allowance 4,000 

Taxable Income 46,891 

Gross amount of income-tax on Rs. 46,891 . . 

Gross amount of super-tax on Rs. 50,891 


Total tax chargeable 
Less tax collected at source 


11,903 7 0 
4,996 14 0 


16,900 5 0 


16,900 5 0 
3,777 10 0 


Amount of tax payable 13,122 11 0 


Notes. — The assessee in this case is a resident not ordinarily resident. 

The American agricultural income is earned income. 

8. A retired official of the U. P. Education Department, has been 
employed as the Principal of a college m Jaipur State ; and the particulars of 
his income for the year ended 31st March 1947 are as follows » 

fa) A pension of Rs, 250 p. m. from the U» P. Government received in 
Jaipur State , 

(b) Taxable income from property situated in \gra Rs. 500 ; 

(c) Income from money-lending business carried on in Meerut Rs. 10,000, 

(d) Salary of Rs. 750 per month together with a dearness allowance of 

Rs. 50 per month in Jaipur State, out of which Rs. 5,000 was sent 
to Meerut for being used in money lending business , 

(e) Rs. 1,500 received in Jaipur State as examiner’s remuneration from 

Allahabad and Delhi universities , 

(Q Rs. 500 bank interest received in Jaipur State , 

(gj Rs 2,500 royalty on books received in Meerut from an Agra firm of 
publishers , 

(h) Rs. 650 travelling allowance received from the University of 
Rajputana for attending university meetings. 

Show how his tax liability will be ascertained for the financial year 
1947-48 (a) when he is an ordinary resident, (b) when he is a resident not 
ordinarily resident, and (c) when he is a non resident. You are not required 
to calculate the amount of tax. 


His tax liability will be ascertained as follows 

British Indian Income t 

(a) 

Rs. 

(b) 

Rs. 

(c) 

Rs. 

1. Salaiy (pension) 

3,000 

3,000 

3,000 

2. Property income ... 

3. Money lending business 

4. Royalty 

500 

500 

500 

10,000 

10.000 

10,000 

2,500 

2,500 

2,500 

t 

16,000 

16,000 

16,000 
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Foreign 

1 . 

2. 

Income : 

Remitted out of salary 
Unremitted Jaipur State Income 
Salary 

Bank interest 

Examiner’s remuneration 

4,6U) 

500 

1,500 

5,000 

5,000 

- 


Less allowance 

6,600 

4500 

2,100 

— 

— 

Total Income 

Less Earned income allowance 

::: 

23,100 

4,000 

21,000 

4,000 

16,000 

3,100 




19,100 

17.000 

12,900 


(a) As an ordinary resident, he will pay tax on Rs. 17,000 (u e., the 
taxable income nnnns the unremitted Jaipur Sta*e income) at the average rate 
applicable to Rs. 19,100. 

(b) As a resident not ordinarily residen*, he will pay tax (>n Rs. 17.000. 

(c) As a non resident, his total world income will be Rs 16,000 pins all 
his foreign income amounting to Rs. 11,600, ne., Rs. 27,600. He will pay 
income-tax on Rs. 12,900 at the average rate applicable to his total world 
income , and he will pay super tax at the average rate applicable to hts total 
world income. The amount of super-tax on the total world income will be 
computed with due regard to earned and unearned income. 

Note . — -The unremitted Jaipur State salary, not being actually taxable, is 
not entitled to earned income allowance. 


9. From the following particulars relating to the year ended 31st March 
1947 furnished by A, who is trading as a general merchant, ascertain his 
total income and the amount of income entitled to income tax relief : — 

He owns properties in four places and their annual values are 
Rs. 57,380. Rs. 9,840, Rs. 2 060 and Rs. 2,000 respectively. He is interested 
in the following concerns of which he i>a partner 

A. B. & Co. (registered) whose assessable income for the year ended 
Diwali Samvat 2003 is Rs. 41,708 and A’s share is 8 annas. 

C. D. & Co. (unregistered) whose assessable income for the year 1946 
amounts to Rs. 24,331 and A's share is 6 annas. 

His Income & Expenditure Account for the year ended 31st March 1947 
is as follows : — 


Property Expenses : 
Repairs 

Collection Charges 
Ground Rent 
Insurance Premium 
Salaries and Wages 
General Expenses 
Reserve for Bad Debts 
Interest to mortgagees of 
property 
Other interest 
Net Profit 


Rs. 


Rs. 


Property Rents ... 

78,000 

.. 20,000 

Share of profits : 

. 4,660 

A. B & Co 

20,854 

. 2324 

C. D. & Co. 

9.124 

. 1,568 

Remuneration as 

. 27,000 

liqmdator 

1,40,000 

. 3,000 

Profits of his own 


17,800 

business 

Interest on tax free 

96,000 

! 18,000 

government securities 

1,20,000 

. 72,000 
.4,77.126 

Interest on Loans 

1.80,000 

6,43,978 


6,43578 
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Rs. 503 being collect on charges in connection v. ith properties has been 
debited to Salaries and Wages Account by mistake. 

He also owns a property which is used solely as his residence and the 
municipal valuation of which is Rs. 90,000. Insurance premium and ground 
rent for the same amounted to Rs. 2,976, which is not mrJuded in any figure 
stated above. [Agra B. Com, }945)~ 


1. Income from property — 

Annual value of property let 78,000 



Less i for repairs 

13,000 





Insurance 

1,568 





Ground Rent 

2,824 





Interes* on Mortgage 

18,000 





Collection Charges 6° lfl 

4,680 

40,072 

37,928 



Annual value of property occupied 

54.483 




Less 1/6 for repairs 

9.080 





Insurance 1 

Ground Rent j 

2,976 

12,055 

42,427 

80355 

2. 

Interest on <ecun*ie« — Tax free 




120,000 

3. 

Business . 






Profits from registered firm 


... 

20,854 



,, ,, unregistered firm 

Propnetaiy Business (Loss)* 



9,124 

-5,500 

24,478 

4. 

Other sources : 






In'erc*: on Loans 


... 

1.SO.COO 



Rcmuneraaon as Liquidator 


... 

1,40,000 

3.20,000 


Total income Rs. 5,44 833 


•This is computed as follows : — 

Gross Prott from proprietary Business 
Less Expenses . Salaries and Wages 
General Expenses 
In ere*t 


96,000 

26,500 

3,000 

72.000 1,01.500 


Loss Rs. 5,500 


Exempted income (entitled to income-tax relief) 

1. Tax 1 ree interest 1 ,20,000 

2. Profits from unregistered firm which 

has been taxed 9,124 


Rs. 1^9.124 


10. There is a registered firm having three partners A, B and C who 
share proms and los=c» m the proport on of 2. 2 and 1 respectively. A retires 
on 30m September 1946 and D ( who has previously been a salaried assistant 
on Rs. 300 a month, is admitted as a partner on that date, the shares of B, C 
and D being 4, 3 and 3 respectively. B, C and D fnnher agree not to allow 
or charge any interest on current accounts. 

The Profit & Loss of the firm for the year ended 31st March 1947 is as 
follows : — • 
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Stock on 1-4-1946 
Purchases 
Staff Salaries 
Rent 

Genera! Expenses 
Subscriptions ■ Business 
Charitable 

Interest on Current Accounts 
A 


Balance 


Rs. 

Rs. 

20,000 Sales 

1,50.000 

80,000 Stock on 31-3-1947 

15,000 

12,000 Interest on C’s Current 


6,000 Account 

320 

1,700 


60 


80 


560 


440 


44,480 


1,65,320 

1,65,320 


The other taxable income of the partners was : — 

A — Dividends from companies (net) Rs. 3,960. 

B — Interest on Bank deposit Rs. 500. 

C— Nil. 

D— Salary as assistant in the firm. 

Show how the assessment would be made for the year 1947-48, ll the 
taxable profits of the business are attributed equally to the two halves of the 
year. 

Y a) Computation of the firm's total income. 

Rs. 

Profit as per Profit & Loss Aocount ... 44,480 

Add Items disallowed : 

Chanty .. SO 

Interest on partners* current Accounts 1,000 1,080 


Less interest charged on C's current account 
(b) Allocation ol firm’s income between partners. 


45,560 

320 

45,240 


CeJ 


Interest 

Balance for first six months 

( 2 . 2 , 1 ) 

Balance for next six months 
<4, 3, 3) 


Statement of partners' total Income. 


1. Salary 

2. Profits from regd. firm 
3 Dividend gross 

4. Interest on bank deposit 

Total Income 

Less Earned income allowance 


A 

B 

C 

D 

Rs. 

Rs. 

Rs. 

Rs. 

560 

440 

-320 

— 

8,776 

8,77 6 

4,388 

- 

_ 

9.W8 

6,786 

6,786 

9^36 

18,264 

10,854 

6,786 

A 

B 

C 

D 

Rs. 

Rs. 

Rs. 

Rs. 


— 

— 

1,800 

9,336 

18,264 

10,854 

6,786 

5,760 

— 

— 

— 

— 

500 



15,096 

18,764 

10,854 

8.586 

1,866 

3,652 

2,170 

1,717 

13,230 

15.112 

8.684 

6,869 


IS 


Taxable Income 
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11. A and B are partners ui a registered firm sharing profits and losses 

equally, and the following 

is their Profit & Loss Account for the year 

1945.- 


Rs. 


Rs. 

Salaries 

10 750 

Gross Profit 

51,040 

Rates and insurance 

1,200 

Tax-free interest on govern- 


Travelling Expenses 

954 

ment securities 

900 

Interest on Bank loan 

1,650 

Profit on sale of investments 

1,200 

Legal Charges 

163 



Discounts 

897 



Carnage 

601 



General Charges 

2,050 



Marketing 

.. 2,300 



Depreciation of motor-car 

500 



Interest on Capital : A 

— 1,700 



B 

— 1,550 



Reserve for Bad Debts 

1,000 



Net Profit 

_ 27,825 




53,140 


53,140 


Take the following matters into consideration, and then compute the 
total income of the firm and allocate it between the partners : — 

(a) Salaries include a partnership salary of Rs. 250 p. m. to B. 

(b) Legal charges consist of Rs.. 100 for alteration of the partnership 

agreement and the balance for debt collection. 

(c) Rs, 200 premium paid on an insurance policy on the life of a debtor 

is included in rates and insurance. 

(d General charges include Rs. 210 for additional filing cabinets and 
Rs. 360 for a new portable typewriter purchased, and Rs. 301 
charity 

(c) The motor-car was purchased for Rs. 10,875 in 1945 and is used 
solely For business purposes. The depreciation of the car was 
claimed in the 1946-47 assessment at 20% 


(a) Computation of the firm’s total Income. 


Profit as per Profit & Loss Account 
Add Expenses not allowed : 

Partner's salary 
Insurance premium 
Legal charges 
Capital expenditure 
Charity 
Depreciation 
Reserve for bad debts 
Interest on capital 


3.000 
200 
100 
570 
7Rfi 
500 

1.000 

3,250 


Less Profit on sale of investments being capital profit 

Less Depreciation of motor car 20% on Rs. 8,700 
Total income of the firm 


Rs. 

27,825 


8.921 

36,746 

1,200 

35,5^6 

1,740 


33,806 
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(b) Allocation of firm's toUU Income between partners. 



A 

B 


Rs. 

Rs. 

Salary 

... — • 

3,000 

I merest on capital 

... 1,700 

1,550 

Tax-free inter es* 

450 

450 

Balance 

... 13328 

13328 


15,478 

18328 


koU .— Ii the firm is unregis'ercd, the tax-free interest will not be 
shown separably in the above allocation statement. 

12. The Profit fit Loss \ccount lor 1946 of a firm consisting of three 
partners A, B and C (with shares of 4,3 and 1) showed a net loss of Rs. 
I6 000aficr charging the following items Interest on Capital A R®. 3,000 , 
B Rs. 2.000 and C’s salary of Rs. 3,000. 

A's taxable income from other sources is Rs. 5,000, while B and C have 
no other income. 

Explain how assessments would be made (a) when the firm is registered 
and (b) when it is unregistered. (Agrn D, Com. 1945). 

After making adjnstment for interest on partners’ capital and the 
partnership salary, the urm’a lies would be Rs. 8,000 ; and the respective 
shares of three partners will be as follows 

ABC 

Rs. Rs. Rs. 

Interest on Capital . _ 3.000 2,000 

Salary . - - 3,003 

Share of firm’s loss ... -8,000 -6,000 -2,000 

-5.000 -4.000 1,000 

(■) When the firm is registered. 

A can set off his shares of the firm’s loss (Rs. 5,000) a gainst his other 
income of Rs. 5,000, and will nK be liable to pay any tax. 

Bean carry forward for six assessment years his share of die firm's 
loss (Rs. 4,000; for se'-off against his fetnre share of profits from the same 
firm. 

C is no* liable to tax as his tceal lrxome is below the minimum taxable 

limit. 

(b) When the Iirm Is unregistered. 

The unregistered firm itself can carry forward its loss of Rs. 8,000 for 
Six assessment years to be set off against its future income. 

A cannot set off his share of the firm's loss against his other income. He 
will therefore pay tax on full Rs. 5.000. 

B canr ot carry forward his *hare of the firm’s loss, and C is not liable 
to any tax. 

13. A, B and C are equal partners in a registered firm, whose total 
income for the year ended 30th June 1945 amounted to Rs. 36.000, On 1 st 
January 1946 A retired and D came in as a partner taking over A's share. 
Tlit firm’s uxal income for the year ended 30th June 1<M6 was Rs. 48,000. 
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Stale clearly how the assessment of ihe firm and its partners would be 
made for the financial years 1946 47 and 1947 48 respectively, assuming that 
the partners have no other income. (Agra B. Com 1943) 

(a) The assessment for 1946 47 would be made on the firm of B, C and 
D, because the firm is so constituted at the time of assessment , but the income 
of the firm for the previous year ended 30th June 194*1 having been determined, 
it would be divided for assessment purpose between A, B and C (and not 
between B, C and D), since it is A, B and C who were entitled to that 
income. 

A, B and C would each be assessed on Rs. 12,000, while D would pay 
no tax in respect of the firm’s income for the year end ed 30th June 1945 
because he did not receive anything out of it 

(b) Assuming that the firm’s income for the year ended 30th June 1946 
has been earned evenly throughout the period, the profits for the six months 
ended 1st January 1946 would be Rs. 24.000 and those for the remaining six 
months wculd also be the same. 

Thetefore for purposes of 1947-48 assessment, the total income of the firm 
of B, C and D would be allocated as follows 

A 
Rs. 

Profits for the first six months 
of the previous year ended 30th 
June 1946 . 8,000 

Profits for the remaining six 
months 

80000 

and each partner would pay tax on his respective share of the firm's income. 

14. A, B and C are equal partners in a registered firm, whose loss for 
the year ended 30th September 1SW5 is worked out at Rs. 15,030. The other 
taxable income of the partners for the same period is A R*?. 5.000 , 
B Rs. 7,000 C Rs. 4,000. 

On 1st February 1946 A retired and D came in as a partner taking over 
A’s share 

The firm's loss for the year ended 30th September 1946 is Rs. 6,000, 
the partners having no other income for that period 

Show how assessments would be made for 1946 47 and 1947 48. 

(a) The assessment for 1946 47 would be made on the firm of B, C and 
D, because the firm is so constituted at the time of assessment , but the loss 
.fu , «w\yihnj.iweo .assessed would .he jdlor-atfxl between A, Baud C_Rs- 5 000 
each 

A can set off his share of the firm’s loss against his other income of 
Rs. 4,000 and will not therefore have to pay tax 

B having set off his share of the firm's loss agam c t his other income 
would have a total income of Rs, 2,000 and would not be liable to pay any 
tax. 

C would first set off R*. 4 000 cut cf his share of the firm's loss against 
his other income, and would then be entitled to carrj forward the balance of 
loss {Rs 1,000) for six assessment years for set ofl a^air't Ins luture share of 
profits from the same firm 


B 

C 

D 

Rs 

Rs. 

Rs. 

8 000 

8,000 

- 

8000 

8,000 

8,000 

16,000 

16,000 

8,000 
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A 

Rs. 

B 

Rs. 

C 

Rs. 

D 

Rs. 

500 

50) 

500 

- 

- 

1,500 

1,500 

1.500 

500 

2.000 

_ 2,000 

1,500 


SOLVED QUESTION'S 

(b) Assuming that the firm’s loss for the fear months ended 1S r F ^mw£ 
1946 is Hs. 1,500 and that for the remaining eigh» months till 30m September 
1946 is Rs 4.500. then for purposes of 1 947-4S a«essment the loss of Rs- 6.000 
would firvt be assessed uren B. C and D and would then be apportioned 
amongst the partners as loliows . — 


Loss for the first four months 
of the previous year ended 
30th September 19^6 
Loss for the remaining eight 
months of the previous year 

Loss 

A, having left the firm, has no right to cam* forward his share of the 
firm’s loss, because a business loss can be earned forward and set of! only 
against the fo’ore profits of the same business. 

B, C and D each can carry forward his share of the firm’s loss for six 
assessment years. 

15. The following is the Profit & Loss \cconn* of Mr, Jamshcdji for the 
year ended 31s* March 1947 

Rs. Rs. 

40.000 Gross Profit 5.00.000 

Profit on sale of machinery 50.000 

3 000 

1,000 

10.000 

10,000 

6,000 


Salaries 

Allowance to widows of 
deceased employees 
Portage and telegram 
Secret commission 
Donation to Red Cress Fond 
Rent 

StafI Providen* Fond contri- 
bution 

Loss on sale of investments 
Interest on capital 
Net Profit 


5,50.000 


5,50,000 


(a) The original cost of machinery sold daring the year was 
Rs. 1 ,00,000 and depreciation allowed for income-tax purposes to di’e was 
Rs. 30 ooa 

(b) Mr. and Mrs. Jamshedji ha\e a partnership business in which the 
assessable profit for 1947-43 assessment is determined at Rs. 6C.OOO as a 
registered firm. The whole capital of the firm has been cuntribu*ed by 
Mr. Jamshcdji. The two partners share profits equally. 

(c) Mr. Jamshcdji has made a revocable deed of settlement, the income 
from which for the 1947— 4S assessment works out at Rs. 10,000 from 
dtviden Is. Under the settlemen* the whole income is to go to Mrs. Jamshcdji 
for her life. 

(d) Mr. Jamshcdji has made another revocable deed of scflcment, 
whose income for the 1947-4S assessment works out at Rs. 15,000 from 
dividends. Under tins settlement, the whole income is to be enjoyed by the 
three children of the settlor all ol whom are minors. 
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Prepare the respective tax liabilities of Mr. Jamshedji. Mrs. Jamshedji, 
and the traslees far the minor children for the assessment year 1947-48. 

'll. A. Final 1944). 


Rs. Rs. 

Profit as per Profit & Loss Account . 3,70,000 

Add Expenditure not allowed : 

Secret commission 10,000 

Donation to Red Cross Fond .. 10,000 

Loss on sale of investments 1,00,000 

Interest on capital 5,000 1,25,003 


4,95.000 

apital gain on sale of machinery being excess of 

sale price over the cost ... 30,000 


Taxable profits 4,75,000 


Note. The written down value of mtchinery sold is Rs. 70,000. It must 
have been sold for Rs 1,20,000 in order to make a profit of Rs. 50,000. Now 
out of this Rs 50,000, R». 20,000 is capital gain according to the provisions of 
section 10 (2) (vn) relating to obsolescence loss. 

This capital gam of Rs. 20,000 will be set off against the capital loss of 
Rs 1 00 000 on the sale of investments, and the remaining loss of Rs. 80,000 
will be carried forward for set*off against the future capital guns for six years. 

Mr. Jamshedjl’fl tax liability for 1947-48 assessment 

1 Business Profits of his own business 

Profits from registered firm ... 

2. Other sources : 

Wife's share of registered firm's profits 

Income from the two settlements ... 


Total Income 

Earned income allowance 

Taxable Income 


Rs. 

4,75,000 

30,000 

30.000 

25.000 


5.60.000 
4,000 

5.56.000 


Note.— It is assumed that in the case of both tbe settlements the assets 
remain the property of the settlor and it is only the income that is settled In 
these circumstances Mrs. Jamshedji and the minor children will not be liable 
to tax. 

If, on the other hand, it is assumed that both the assets and their income 
are settled on the beneficiaries then in the first case the dividend income nf 
Rs 10,000 will be deemed to be the income of Mrs* Jamshedji provided the 
settlement is not revocable during her lifehme and Mr. Jamshedji receives no 
benefit direct or indirect. 

In the ra'e of the second settlement, even when it is the settlement of 
assets as well as income, ihe income of Rs 15,000 Will be deemed to be the 
income of Mr Jamshedji and not ibat of minor children, hersose the settlement 
is a revocable one. 
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16. Mr* and Mrs. Vikaji trade in the name of Vera & Co., whose Profit 
& Loss Account for the year ended 31st March 1947 is given below : 

Salaries and wages 
Trade expenses 
Postage and telegrams 
Rent 

Loss on sale of machinery . 

Repairs and replacements ... 

Loss by embezzlement 
Bonus to employees 
Commission 
Net Profit : 

Mr. Vikaji 1.00,000 

Mrs. Vikaji 1,00,000 


fa) The loss of Rs. RO.OOO on sale of machinery is arrived at as foltows 

Rs. 

Original cost of machinery ... 2 00,000 

Less Sale proceeds thereof ... 1,20,000 

Loss 80.000 


On tins machinery depreciation allowed for income tax purposes up to 
the date of sale was Rs. 50,000. 

(b) Mr. and Mrs. Vikaji have made a revocable deed of settlement, the 
income from which is to go to their only son Rustomji, whu is doing his 
separate business from which he has earned Rs. 30,000. The income from 
dividends under this settlement is Rs. 10,000. Rustomji is 29 years of age. 

(c) Mr. and Mrs. Vikaji have made an irrevocable settlement in which 
they are the trustees and also the life tenants enjoying the income of the trust 
in equal shares, which for the year ended 31st March 1947 was Rs. 20,000 
from dividends. The trustees were empowered to make changes in the 
investments of the trust, and on account of such changes there was a profit 
of Rs. 30,000 made during the year. 

(d) Mr. Vikaji daring the year suffered a loss of Rs. 10,000 m cotton 
business carried on in Indore State. 

(c) Mrs. Vikaji daring the year earned a profit of Rs. 5,000 in silver 
business done in Baroda State, which amount was not brought into British 
India. 

Prepare the respective lax liabilities of Mr. Vikaji, Mrs. Vikaji and 
Mr, Rustomji for the assessment year 1947-48. Do not calculate the actual 
amount of tax payable, and state in the form of footnotes any assumptions 
you may have made in your answer. (R. a. Final 1945). 


Profit as per Profit fit Loss Account 

Add loss on sale of machinery 


/ Rs. 

- 3.00.000 
80,000 

Less Obsolescence allowance 

Tax-free interest on securities 

30.000 

20.000 

3,80,000 

50,000 


Taxable income from business 3,30,000 


Rs. 


Rs. 

50.000 

Gross Profit 

. 4,80,000 

10,000 

Interest from tax-free 

. 20,000 

1,000 

10,000 

80,000 

25,000 

9.000 

10.000 
5.000 

government securities .. 

3,00,000 

5.00,000 


5,00,000 
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Air. Vi Mil’s Jax liability for 1947-48 assessment. 

Rs. 

1. interest on securities * Tax free own share ... 10,000 

2. Business half share of firm’s profit assumed to be a 

registered one . .. 1,65,000 

3 Other sources 

Wife's share of tax free interest on securities .. 10,000 

Wife s share of registered firm's profits 1,65,000 

Income from settlement in favour of Rustonyi 10,000 

Income from trust in favour of both Mr- and Mrs- Vikaji 50,000 


Total Income 4,10,000 

Earned Income allowance 4,000 


Taxable income 4,06,000 


Mr. Rustomji’s total income is Rs. 30,000 on which he will get an earned 
income allowance of Rs. 4,000. He will therefore pay tax c nly on Rs. 26,000. 

It is assumed that in both the settlements it is the income that is trans 
ferred and not the assets- 

Mrs. Vikaji s silver business profit of Rs. 5,000 made in Baroda State 
will be set off against Mr. Vikaji’s cotton loss sustained in Indore Stitc. and 
the balance of his loss not so set off (Rs. 5,Q00j will be carried forward for 
being set off against the profits of hi« Indore cotton business. 


• 7. The Profit & Loss Account of Vikaji for the year ended 31st March 

1947 was as under 




Rs. 

Rs. 

Salaries 

1,57,500 Gross Profit 

3,57,000 

General charges 

4,500 Bank deposit mtei cst 

1 530 

Ground rent 

800 Dividends (net) 

.. 3,960 

Rates 

5,000 


Municipal tax on business 



premises 

2,500 


Repairs to premises 

3,750 


Carriage 

7.010 


Advertising 

4 300 


Discounts and bad debts 

6,430 


Bad Debts Reserve 

1,350 


Subscriptions 

120 


Patent royalties 

500 


Interest on mortgage 

1200 


Interest on capital 

9,000 


Net Profit 

1,58,530 



3,62,490 

3,62,490 


After taking the following information into account, you are required to 
prepare computation of Vikaji’s assessment for the assessment year 1947-48 
You are not required to calculate the amount of income tax and super tax. 

1. Salaries include Rs 16,030 on account of Vikaji's salary. 

2 General charges include (a) Rs 260 legal expenses re purchase of 
business premises , (b) Rs. 360 legal expenses re debt collecting , and (c) 
Rs« 210 legal expenses re employment agreements with travellers. 

3. The business premises are owned by Vikaji. 

4. Repairs to premises include Rs. 1,750 in respect or improvements. 
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5 Advertising comprise* Rs. 3,000 cost of permanent signs and 
Rs. 1,200 insertions in trade papers. 

6 Subscriptions consi-t of Rs 50 to a local hospital, Rs. 40 eh mty and 
Rs. 30 to a trade association. 

7, Vikaji created an irrevocable trust on 1st April 1946 whereby he 
settled shares of the value of Rs. 5 00,000 and a house property of the value 
of Rs. 3 00,000, the income of which is to go to his wife lor her life, and after 
her death to Vikaji if he survived her. The trust income was dividends gross 
Rs 20 000 and property income Rs 10,000 At the date of the assessment 


for 1947-48 bo’h the husband and the wile are alive. 

8 Vikaji's other income was as follows Rs 

(a) Loss in silver speculation in Bombay ... 10,000 

(b) Business income in Baroda State not brought into 

British India . 30.000 

(c) Dividend from companies registered in Hyderabad 

State and deposited there in a bank 20,000 

(d) Loss in cotton speculation m Indore 15,000 

He paid life insurance premiums amounting to Rs. 8,000. 

(/?, A. Final 1940) 
Rs. 

Prof t as per Profit & Loss Account 1,58,530 

Ad l Expenditure not allowed 

Proprietor's salary 16 000 

Legal expenses bcingcapital expenditure 260 
Cost of building improvements .. 1,750 

Advertising being capital expenditure 3,000 

Charitable subscriptions 90 

Bad debts reserve ... 1330 

Interest on capital . 9,000 31,450 


Lest Dividends 


Taxable income from business 
Vikaji’s Assessment for 1947-48. 

British Indian Income t 
1 Business profits 
2- Other sources . 

Dividends gross 
Wife's income 

Less Loss in stiver speculation in Bombay 
Foreign income t 

Unremittcd Indian State income in excess 
of Rs. 4,000 . 45,500 

Less Loss in an Indian State ... 15,000 


Total Income 

Earned income allowance 


3.960 


Rs. 

136,020 

5.760 

30,000 

2.21.780 
10300 

2.11.780 


30,500 

2,-12,280 

4.000 

238380 


19 


Taxable Income 
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The amount of tax payable by him will be that on Rs 2,38,280 less 
Rs 1,800 income tax collected at source on dividends and less a rebate 
of income tax on life insurance premium amounting to R* 6,000 
and a rebate of t< ih income tax and super tax en the unremitted Indian 
State income of R*. 30, SCO 


18. Given below is the Profit & Loss Account of a limited company for 
the year ended 31st March 1947 . — 


Salaries and bonus 
Office rent 

Fire insurance premium 
Postage and stationery 
General charges 
Reserve for Depreciation 
Income Tax 
Provision for Taxation 
Net Profit 


Rs. 


Rs 

1,00 000 

Gioss Profit 

5<XV00 

10.000 

Interest 

10000 

10 000 

Profit on c dc of 


10,000 

Shares 

25 000 

2O000 
25 000 
50,000 

2 00 000 
1,10 COO 

5 35 000 


5,35,000 


You are required to prepare a statement showing tin taxable income ol 
the company after considering the following — 

{a) Generd charges included Rs. 5, <XK) for advertising, Rs. 1,000 for 
charity , Rs 2,000 paid to a motor c ir company for exchanging the < Id car for 
i new one , and Rs. 5,000 for miscellaneous repairs 

(b) The depreciation admissible to the company is worked out at Rs. 
J5 000 only. 

(c) Tlie shares held by the company were sold in May 1946, and the 
company contends that they were purchased in 1925, an I it is no part of its 
business to deal in shares 

(el) The depreciation reserve was separately invested in securities, 
and an amount ol Rs. 20,000 derived therefrom was directly credited to 
the Reserve Account without being shown in the Protit & Loss Account. 

(Agrn M. Com, 79 45) 


Profit as per Profit & Loss Account 1,10000 

Ad, l Expenditure disalk wed 

Chanty 1,000 

Mi tor car purchased 2,000 

Reserve fur depreciation 25 000 

Income Tax 50 000 


Pre vision for taxation 2,00,000 2,78 000 

388000 

i ess Lxpenditure allowed 

Dcpreci ition allowable 15 ,000 

3 737)00 

Add Interest on securities not shown »n the Profit 

& Loss Account 20000 

3,93S>00 

Less Capital gain on sale oi shares 25,000 

Taxable meome from business 368 000 

Taxable capital gains . 25 ,000 

Total Income of (he company 3,93,000 
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19. The following is the Profit & Loss Acroant of a sugar mill company 


for the year ended 30h June 1946 





Rs. 


Rs. 

Shocks on t -7- 1945 

2,85,000 

Sales 

8,50,375 

Cane nsed 

5,25,000 

Stocks on 31-6-1946 

5,35,280 

Manufacturing Expenses 

1,14.372 

Dividends 

2,000 

Excise duty 

1,85,000 

Interest on investments 

9.365 

Establishment ... 

75.850 

Rem from farms land 

450 

General charges 

37,809 

Rent from staff quarters 

4.200 

Marketing 

5,684 

Net Loss 

22,545 

Repairs and renewals 

18,000 



Directors' fees 

5,000 



Managing Agents’ remuneration 

60,000 



Depreciation 

75,000 



Income-Tax 

37,500 




14,24,215 14,24,215 


Prepare the company’s assessment lor 1947-48 after taking the following 
wformatiotrinto account 

1. Cane used includes Rs. 62,000 being the cost of cane grown on the 
company's own agricultural farm, the average market price of the same being 
Rs. 75,000. 

2- General charges include Rs. 1,500 contributed towards the building 
of a dharmshala. 

3. Rs. 2,100 being the cost of replacemcn* of rollers. Rs, 8,500 for 
additions to railway siding, and Rs. 1,500 repairs to staff quarters have been 
charged to repairs and renewals account. 

4. The admissible depreciation is tvorked out at Rs. 61,200. 

5. Sugar worth Rs. 101 was given away free to an orphanage, 

6. The investments are all m government securities. 


Rs. 


Less as per Profit & Loss Account 

Add Expenditure not allowed : 

Charity for dharamshala 

Addition to railway siding 

Repairs to staff quarters 

Sugar given away free 

Depreciation charged 

1,500 

8500 

1500 

101 

75,000 

-22,545 


Income-tax 

37500 

1,24,101 

1,01,556 

Less 

Expend i tare allowed : Depreciation 


61,200 

Less 

Agricultural income from cane supplied 
Dividends 

Interest on securities 

Rent from farm land 

13,000 

2,000 

9,365 

450 

40556 


Rent from staff quarters 

4.200 

29,015 


Taxable income from 

business 

11,341 
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Company's Assessment for 1 94 7-4 S 

1 Inter es* on cecantics (income-tax dednc ed there- 
from being Rs. 4,255-134)) 

2. Propery income Annual ren. 4,200 

Less cne s ixdi TOO 


Rs. 

13,621 

3,500 


3. Business profit 11,341 

5. Dividends gross (income-tax thereon being 

Rs.S 09-1-0) 2,909 


Total Income of the company 31,371 


Income-tax on total income at 5 annas 

9,803 

7 

0 

Corporation tax on total income at 2 annas 

3.921 

6 

0 

Additional super-tax assumed to be ml 





13.724 

13 

0 

Less income-tax collected at source 

• 5,165 

14 

0 

Tax payable 

8,558 

15 

0 


20. M. N Ltd. a foreign association of France carrying on business m 
British India has been declared b> the Central Board ot Revenue to be a 
company for the purposes of the Indian Income-Tax Act. Dnnng the year 
ended 31st March 1947 this association had the following income — 

Rs. 

1. Banking profit at Calcutta 25,750 

2. Dividend income (cross) from a rupee company of 

Bombay 2.250 

3. Agricultural income in the Punjab 2,000 

4. Banking profit in France retained in France 25,000 

5. Income from a landed property in South Africa not 

brought into British India 4,000 

Prepare the company's assessment for 1947-48 and determine the tax 
payable. 

( Income-Tax. Departmental 1940) 

Assessment for 1947-48. 


British Indian Income i 

Banking profit at Calcu’ta 
Dividends gross 

Foreign income i 

Banking pro fi t in France 
Propeity income in Africa 


Less Statutory allowance 


Rs. Rs. 


25,750 

2.250 

28,000 

25.000 

4000 


29 000 

4 500 

24 50) 

52,500 


Total Ini'ornc 
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Amount of income tax at 5 annas 
Amount of surer u\ at 2 annn (assmmntf that no 
dit tdend on ordinary shares has been paid) 


Lexs income tax already collected at source on 
dividends 


Tax jayabfe 


16,400 

4 

6,562 

8 

22,963 

12 

703 

2 

22,265 

10 


NOTL-I or the purpose of determining die residence of the cumpiuy. , its 
British Indian income (imdudmg un Vunjib ngncuUuril meome) ft 30,000. 
lls foreign income is only Ks. 20.000 Ihereforc the eoriifnny is an otdnnry 
resident, betluse Us British ludiau income is greater than its foteigu income. 

21. From the following information compute the company's total ipcorae 
for the 1947-48 assessment year — 

Profit & Loss Account lor the year ended 30th June 1946. 


Opening Stock 
Cane nurchascd 
Manufacturing expenses 
Salaries and wages 
Stores consumed 
General charges 
Commission and bruherag 
Interest on loan 
Directors* fees 
Auditors' fees 
Taxes 

Bad debts and reserve for 
bad debts 
Depreciation 
Balance c/d. 


Managing director's remu* 
titration at 10®/ 0 
Reserve 

Provision for Dividend 
Carry forward 


Rs. 

52.400 Sale of sugar, molasses, 
4,69.200 etc. 

2,56.300 Closing Stock 
25.200 

46.600 

8.500 

36.400 
9,000 

5.500 
700 

4,300 

29.600 
64,800 

1,26,000 


10,58,400 

76,100 


11,34,500 


11,34,500 


12,600 


Balance b/f from previous 
year ... 

75.000 Balance b/d. 

30.000 
16,600 

1,34,200 


8,200 

1,26,000 


1 ,34,200 

1. Rs. 10,000 on account of a liability foregone by a creditor to whom 
uic sum was due by way of commission charged by the company m the reve- 
nuc accounts of preceding years and Rs. 30,000 on account of speculation 
profits have been earned to a special reserve. It is claimed that speculation 
is not the regular business of the company 

Sa ,a «w and wages include Rs. 2,000 on account of company's con- 
tribune® to an unrecognised provident fund. 

iht. Genera! charges Include (a) Rs. 500 donation to a hospital where 
me company s employees are treated free, (b) Rs. 1,000 subscription to the- 
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Sugar Syndicate whose object is to regulate sugar sale prices, and (c) Rs. 1,600 
commis ion to a broker for arranging a loan for the company. 

4. Commission and brokerage include Rs. 10,000 on account of secret 
comissioa disbursed through the managing director. The company is 
prepared to satisfy the income tax authorities in every respect except 
furnishtng the names of payees as such disclosure would be detrimental to its 
business. 

5. Taxes are entirely on account of sales tax levied by the Provincial 
Government 

6. The amount reserved for bad debts amounts to Rs 15,000. 

7 The interest on loan has been paid to a banker of Bikaner State. The 
company has not deducted any tax because according to the terms of contract 
made in the State the creditor is entitled to receive the full amount of interest 
without any tax deduction. 

8 The depreciation allowable is Rs. 35,800 

{ Income Tax Departmental 1941 ’adapted)* 


Profit as per Profit & Loss Account 
\dd Expenditure disallowed 

Contribution to unrecognised provident lund 2,000 
Brokerage for a loan taken 1,600 

Secret commission . 10,000 

Bad debts reserve . 15,000 

Interest paid in Bikaner State .. 9,000 

Depreciation charged .. 64,800 


1,26,000 


1,02,400 


Li.ss Expediturc allowed 

Managing director's commission 
Depreciation 


2,28,400 

12,600 

55,800 68,400 


\dd Income omitted from the Profit & Loss Account, l. e., 
amount foregone by a creditor 


1,60,000 

10,000 


Taxable income from business . 1,70,000 

Capital gain .. 30,000 


Total Income of the company .. 2,00.000 


NoU —Speculation profit is taken to be a capital gain, since speculation 
is not the regular business of the company. 

22. The following is the Profit & Loss Account of a company engaged m 
manufacture of hosiery : — 


Profits & Loss Acconnt for the year ended 31 sf March 1947. 



Rs 


Rs. 

Opening Stock 

5,000 

Sales 

2.80.C00 

Yarn consumed at cost 

74,000 

Closing Stock 

36.000 

Manufacturing charges 

1,16,000 

Interest on securities 


Repairs 

16,000 

(net) 

1,320 

Establishment 

3,000 

Other interest 

1,180 

Postage and telegrams 

300 



Printing and stationery 

200 



Advertising 

4,500 



Travelling 

3,000 
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Audtt 500 

Sundries 1 500 

Income-Tax 2 000 

Loss on ole of electric 
motor 1 000 

Depreciation of securities 2 500 

Goodwill written off 10. COO 

Block Improvement Re<erv c 10 000 
Net Profit 24 0 00 

3 18 50Q 3 18 500 

After taking the following mafers into account compn c the compan) s 
total income — 

1 The company has all along valued its stocks at cost. The closing 
stock of Rs. 36 000 has also been trained a cos- The opening s ock of Rs. 
50 000, if valued at cos*, would have been Rs. 30,000 and indeed m the 
Balance Shec on 31st March 1946 the clos ng nock was shown as Rs 30 COO 
w h ch was accepted for assissment purposes. As the market price of hosier} 
has increased considerably the s ock as on 1st April 1946 has been revalued 
at estimated sellirg price in order to avo d infla ed profi s being shown 

2. Rcj airs include an amount of Rs 12 OCO being the cost of ex cnsion 
to buddings made in April June 1946 the ex cnsion being used as office and 
god own. 

3. Advertising includes Rs. 3 000 being the cost of a permanen 
fixture on the top ol the fac ury building for giving demons ration by him 
slides of the t-anous processes of manufacture employed in the factory 

4 Sundries include Rs. 1 000 being counsel s fees for conducting an 
appeal before the Income Tax \ppclla c Tribunal 

5 The old electric mo or, whose cost was Rs. 16,000 and wnttendown 
value Rs. 14 000 was sold daring the year for Rs 13 000 , and a new motor 
was purchased for Rs 20 000. 

6, TEc admiss ble normal deprccia ion is worked out at Rs. 19 740 

(income Tax Departmental 1912 adapted) 


Profit as per Profit &. Loss Account 


24 COO 

AJJ Expenditure disallowed i 

Overvaluation of opening s ock 

20000 


Building extension 

12 000 


Advertising being capital expenditure .. 

3000 


Counsel s fees 

1,000 


Income tax 

2000 


Depreciation of securities 

2,500 


Goodwill written off 

10 000 


Block Improvement Reserve 

10000 

60 500 



84 500 

Leu Expenditure allowed 

Normal depreciation 

19 740 


Initial depreciation for new building 

a 15° „ 

1800 


Initial depreciation for electric motor .. 

4000 

25 540 



58.960 

Less Interest on securities 


1.320 

Taxable income from business 


57 640 

Imercst on securities gross 


1 920 

Total Income of company 


59 560 
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23. The Proiit & Loss Account of a cotton null company for the year 
31st December 1946 is as follows : — 



Rs. 


Rs. 

Stock at the beginning of 


Sale of cloth, yarn an j waste 40.00.000 

the > ear 

900 000 

L'ss Reserve for selling 


Purchases of cotton, yarn. 


commission 

2,00,000 

etc. 

12,00000 



Coal, foe! and oil 

1.20 000 


38.00,000 

Stores cr n turned 

2 40,000 



Wages and salaries 

6 00.000 

S'ock at the end of the year 

14,00.000 

Gross Profit 

21.40,000 




52,00,000 


52.00,000 


T— T-=W— 



Establishment 

50 000 

Gross Profit 

21,40.000 

Mg. Director's commission 

1,07,000 

Sale proceeds of old 


Rent, Rates and Taxes 

23.000 

accounting machines 


Repairs and replacements 

2,50.000 

(cost R*. 3 000) felly 


Travelling, audit, postage, 


depreciated in 1944 

4,000 

and general charges 

12,000 

Bad debts written off in 


Reserve for Taxation 

2,50,000 

earlier years and allowed 


Law charges 

13,000 

in past assessments 


Advertising 

10000 

recovered 

16 000 

Printing and stationery 

2,003 

Double income tax relief 

10 000 

Depreciation 

5.65,000 



Contingency, Reserve 

1,50,000 



Insurance Reserve 

75.000 



Mill Improvement Reserve 

2.00,000 



General Reserve 

3.00.000 



Stock of cloth burnt by fire 

30,000 



Net Profit 

1,33,000 




21,70,000 


21,70.000 


From the above account and the subjoined information compute the 
company's total income for the 1947-48 assessment year: — 

1. The company's articles of association provide for a reserve being 
made for selling commission at 5& cf sales. The actual expenditure on 
commission is paid out of the reserve which amounted to Rs. 1,50,000 on 
31st December 1945 and to Rs 2,75,000 on 31st December 1946. 

2. The stock of manufactured goods at the end of the year has been 
valued at market rate which was in excess of the cost by Rs. 2, 00,00(1 The 
stocks of manufactured goods, raw materials, stores and stocks in process at 
the commencement of 'he year were all valued at cost which was lower than 
the market rate. 

3 The commission c f Rs. 1,07,000 paid to the managing director was 
in consideration of a loan of Rs. 2 ,00,000 advanced by him, the stipulation 
being tha* he would be entitled to a commission of 5°/ 0 on gross profit subject 
to a minimum of 5°, # on the loan. 

4. Rent, rates and taxes inclade Rs. 2,000 being income-tax, on staff 
salaries deducted from the salaries, the net salaries being shown under the 
head 'Establishment*. 

5. General charges include Diwah and mahurat expenses of Rs. 500 

each. 

6. Law charges include Rs. 10,000 being compromise money paid to a 
shareholder whr threatened to bring a suit against the managing director for 
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appropnanng a large pan of thcaainpany's pr°ftt by way of commjssion on 
gross profit. 

7. Advertising represents five > ears’ charges for the years 1946 to 1950 
paid to a newspaper. 

8. There was no msarancc cover for the stock burnt. The stock was 
purchased m the year 1945, bn he cos' is no: included m the purchases nor 
m t5»e closing stock. 

9. The insurance reserve was Rs. 1,00,00 > on 31st December 1946 as 
icainst Rs 75000 on 31st December 1945 

10. On 31s* December 1946 the written-down values of machinery, 
ficorv ‘ utldmgs .nd mn factors buildups were Rs. 45 00,000 , Rs. 9,50,000 
a-'d Rs. 1, 95.000 rcspecti\ cly. The rates of depreciation on these assets are 

and 2J 0 [Income Tax Departmental 1943 — adapted). 


Profit as per Profit & Loss Account 
AJJ Expenoirarc not allowed » 

Reserve for selling commission 2,00,000 

Excess commission to managing director 7,000 

Excess rent, rates and taxes 2,000 

Excels Diwali and Mahurat expenses 600 

Legal charges being capital expenditure 10,000 

Excess advertising 8.0U0 

Stock burnt by fire 30,000 

Insurance reserve 75,000 

Taxation reserve 2,50,000 

Depreciation charged 5,65,000 

Contingency reserve 1,50,000 

Hill nnprov ement reserve 2,00,000 

General reserve 3,00,000 


Rs 

1,33,000 


17.97.603 


Less Expenditure allowed : 
Selling commission 
Salaries undercharged 
Insurance expenditure 
Depreciation allowed 


19,30,600 

75,000* 

2,000 

50 OOO* 

5.02,375 6,29,375 


13,01.225 

Less Adjustment on account of ihe overvaluation of closing stock 2,00,000 


11,01,225 

Ltss Double Uxa.ioa relief being income not taxable 10,000 


Less Capital profit on sale of accounting machines 


10,91.225 

1,000 


Total Income of the company 10,90,225 


The capi’al gain of Rs. 1,090 will be totally ignored, because capital 
I rofits which do not exceed Rs. 15,000 are absolutely exemjx. 

The two figures marked with an asterisk above, namely, selling com 
mission and insurance expenditure, have been arrived at as under 
20 
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Reserve for Selling Commission 



Rs. 


Rs. 

To Commission actually paid 

By Balance b/d. 

1,50,000 

during the year 

75.000 

By P. & L. \ccount 

2,00,000 

To Balance c/d. 

2,75 000 


3,50,000 


3,50,000 


Reserve for 

Insurance 



Rs. 


Rs. 

To Insurance actually paid 


By Balance b/d. 

76,000 

during the year 

50,000 

By P. & L. Account 

75,000 

To Balance c/d 

1,00,000 


1,50,000 


1,50,000 

24. The Profit & Loss Account of 

a company for the year 

ended 30th 

September 1046 is given below : 



Rs. 


Rs. 

Opening Stock 

3.00,000 

Sale of sugar and 

Cane purchased, canc 


molasses 

21,00,000 

cess & transport 

8,50.000 

Closing Stock (after 

Cane royalty 

1,00,000 

deducting Rs. 1,00,000 


Manufacturing Expenses 

4,50,000 

for estimated loss on 


Gross Profit 

9,00,000 

deterioration of quality 

5,00,000 


26,00,000 


26,00,000 

Establishment 

Charges general, rent, 

. 25000 

Gross Profit 

9,00,000 

rates & taxes audit, 




travelling, postage, etc. 
Repairs & Replacements 

15.000 

85.000 



Law chaiges 

15.000 



Depreciation 

1,50,000 



Taxation Reserves 

2,00,000 



Net Profit 

4,10,000 




9,00,000 


9,00,000 


Determine the total income of and the taxes payable by the company 
for the assessment year 1947-48 alter taking the following information into 
consideration . — 

1. A dividend of Rs 2,00,000 was declared on 2nd February 1947 in 
respect of the profits for the year ended 30-9-1W6. Section 23-A does not 
apply to the company. 

2. Both opening and closing s’oeks, before deduction of the estimated 
loss on deterioration from the lat*er, are valued at cost which is lower than 
the market price plus excise duty appli able to the stocks, 

3 The enure cane supplies were purchased from an allied company 
a the price fixed by Government plus a total surcharge of Rs. 50,000 to enable 
the allied company t > meet the cost of irrigation, 

4 Manufac-urmg expenses include excise duty Rs. 1,00,000 and a sum 
of Rs 50 0 0 being the difference m the price of coal for the last three years 
decided by an order of the court m January 1947. 
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Profit* & Loss Account lor the year 1946 



Rs. 



Rs 

Salaries and Wages 

36 000 

Commission 


2 0)000 

Compensation 

50 f'OO 

Overdue Interest 



Law Charges 

10 000 

from Debtors 

6000 


Depreciation Reserve 

2 000 

Less Reserve for 



Rent Rates and Taxes 

9 000 

Bab Debts 

3000 

3000 

Reserve for Taxes 

35000 

Profit on sale of 




General Charges 

53 000 

machinery 


57 000 

Profit earned to B/S 

80 000 

Refund of E P T 


15 000 


2750G0 



2 75000 


Compote the to al income of the company for the assessment year 
1947 48 after taking the following matters into consideration — 

1 Furniture The written down value on the basis of which deprecia 
tion was allowed for 1946 47 assessment was Rs 6 000 The rate of 
depreciation allowable is 6 n 

2 Motor-car The car was purchased on 1 1 1945 for Rs 10 000 and 
sold on 1 1 1946 for Rs 11 000 The rate of depicciat on allowed in 1946 47 
assessment was 20% 

3 O her Fmarce This includes Rs 2 000 being a part of the 
comnussnn earned during the year 1946 reserved ici employees' welfare 
purposes 

4 Manager s comrmss on Out of Rs 79 0C0 due to the Head Office 
on 31121945 Rs 9 000 was paid as managers comm ssion for 1945 and 
Rs 64 000 was remitted to Head Office The commiss on I ecomes due only 
after its sanct on by tie company s general meeting which is held usually 
six months after the close oi the year for which it is paid 

5 Profit on sale of machinery Expcc ing a rise in the market price 
of the machine parts sold by the company for its principal the company s 
Bn ish India branch itself purchased s me of them at the price fixed by the 
pr ncipal and made the above profi It is claimed that this being an isolated 
transaction the prolit is not taxable 

6 Salaries and wages includes dearness allowance of Rs 3 000 

7 Compensation Rs. 50 000 This was paid to the principal on an 
award by a court for infringing the secrecy agreement in respect of certain 
machine pai ts the formulae for which were disclosed by the assessee to a 
third party who was carrying on certain experiments for the manufacture of 
similar parts at the instance of the assessee 

8 The law charges were all incurred in defending the above suit 

9 Rent rates and taxes include salami of Rs 5000 for a 20 years 
lease < l tl e premises used fot the business 

10 General cl arges include Rs 7 5C0paid to a company forearming 
til in experiment for manufacturing certain machine par s for the assessee 

11 Tie pi (its canted by the assessee outside British India computed 
iccordmg to the provisions of the Income Tax Act arc Rs 1 00 000- 

(ft come Tax Depart i c ital 1945 adapted ) 


Rs. 

Profit as per Profit & Loss Account 80 000 

Add Expend ture not allowed 

Compel sati n being capital expend ture 50 000 

Law charges being capital expand ture 10 000 

Salami for a lease 5 000 

Research expenditure 7 r 00 
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Depreciahon reserve 
Reserve for taxes 

Rt serve for bad debts 


2.000 

35,000 

3,000 

1,12500 




1.92,500 

Less Expenditure admissible • 
Depreciation : 

Furmmre normal 

M Cor-car initial 
Motor-car normal 

338 

1.200 

1200 

2.738 


Manager’s commission 


9.000 

11.733 




1,80.762 

Add Taxable profit (apart from capital profit) 
on the sale cf motor-car 

Commission not shown in the Profit & Loss 
Account 

2,090 

2,000 

4.000 

British Indian income from business 

Add Foreign income in excess ol Rs. 4,500 


1 81.762 
95,500 

Total Income oi the companv 


2,80262 


Note \« mire thin MU pf tH* c-iirp-irv ' i" -d inc , ' , r- hi" h»*n earned 
in British Ind a,tl i« an ordinary re c idrm r* I'm *1 India. 


26. The following is the Profit Si Loss \ccjunt of a coal company for 
the year ended 31*1 December 1945 



Rs. 


Rs. 

Opening Stock 

4.00.000 

Sales . f dial 

20,00,000 

Coal raising 

8,00.000 

Clu-in » S'ock 

5,00,000 

Salaries and Wages 

80,000 



Royalty based on raisings 

2.00.000 



Charges general 

bO.OOO 



Legal charges 

10.000 



War risk insurance premium 

1.000 



Brokerage 

10,000 



Trade License 

100 



Audit fee 

900 



Water Board Cess (depend- 




ent on despatch of coal) 

500 



Road Cess (assessed on the 




basis of profits) 

300 



Workmen’s compensation in 




surance premium 

200 



Balance c i 

9.47,000 




25,00,000 


25,00.000 

Managing Agents’ commis- 


Balance b/d. 

9.47.000 

sion 

47350 

Interest on securities 


Directors* fees 

19300 

net after paying Rs. 50 


Loss on sale of investments 

14350 

bank charges 

6.700 



158 

INCOHE TAX 

Loss suffered in an Indian 
state from a colliery there 
Depreciation 

Taxation Reserve 

Dividend Reserve 

B dance to B S 

45 000 
100 000 

3 00000 
200 000 

2 37 700 

Bonus received form Govern 
ment for increased pro 
duction 10 000 


9 63 700 

9 63 700 


\fter taking the following information into account con putc the 
company s total income for the financial year 1946-47 — 

1 Both opening and closing stocks according to the company’s prac 
ticc are valued at 2Q°f 0 below cost 

2 Charges genera! nclode (a) Rs 25 000 being the cost of pucca 
protective embankment against flood and (bj Rs 1 COO being the cxpendt 
ture on scientific research for improving the quality of coke The company 
had claimed an expenditure of Rs 1 000 on scientific research incurred 
durit g 1944 which was disallowed in the as essment for 1945-46 

3 Legal charges represent the cost ot defending a suit regarding the 
company s title to the mm ng rights in the collieries worked by the company 

4 Salaries and wages include (a) contribution of Rs 1 000 to an 
approved superannuation fund and (b) a pension of Rs 3 000 paid out of the 
said fund to a retired manager 

5 Brokerage includes Rs 5 000 for selling shares of the company 

6 Audit fees include Rs 500 for preparing statements for E P T 
assessment 

7 D rectors fees include Rs 18 000 paid to a director for a trip to the 
U K to s udy up-to date mining methods 

8 Rs 40000 recovered from bad debts {already allowed in the 1942-43 
scssment) was transferred t Labour Welfare Fund 

9 Assume that the depreciation allowance in respect of all assets 
exc pt a new add it on of Rs 2 00 000 made to machinery in May 1945 is 
Rs 75 000 For the new add non the normal rate is 10°/ 0 It was added on 
1st January 1945 

10 The E P T payable cn the profits of the year 1945 is Rs 4 00 000 

(hicome Tax Departmental 194G adapted 


Rs 


Profit as per Profit & Loss Account 
\dd Expenditure disallowed 

25000 

2 37 700 

Cost of embankment 


Legal charges 

10 000 


Pension paid 

3 000 


Brokerage for selling shares 

5000 


Audit fee 

500 


Directors fees 

_ 18 000 


Road cess based on profits 

3 0 


Loss on sale of investments 

14 350 


Indian State loss 

45 000 


Depreciation charged 

1 00 000 


Taxation reserve 

3 00000 


Dividend reserve 

2 00 000 

7 21 150 

9 58 850 
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Less Expenditure alloa-cd : 

Depreciation : 

Normal allowance 75,000 

Normal allowance on new 

machinery 20,000 

Initial depreciation on 
new machinery 40,000 

1,35,000 

E. P. T . 4,00,000 


Adi Bad debts receovcicd not shown in the Profit & 
Loss Account ... 


Less Interest on securities 

Taxable income from business 
Inteicst on seconnc" igross) attci 
allowing Rs. 50 for bank commission 


5,35,000 

4.23.850 
40,000 

4.63.850 
6.700 

4,57.150 

9,768 

4.66 918 


Total Income of ttie company 



APPENDIX A (Depredation Rates), 

I he following are the principal rates of depreciation (being percentage 
on the written down value) to be allowed under section 10 (2i (vi) . — _ 

1. Buildings : — 

(1) Fir< class substantial buddings of selected materials <2'5°L). 

(2) Second class buildings of less substantial construction (5 °/ 0 ). 

(3) Third class buddings of cons'ruction inferior to that of second class 

buddings but not including purely temporary erection (7'5°i 0 ^. 

(4) Purely temporary erections such a« wooden structures (No rate is 

prescribed , renewals will be allowed as revenue expenditure). 
Note S — -Double the«e rates will be allowed for factory building excluding 
offices, qodown« officers’ and employees’ quarters. 

2. Furniture and Fittings . — 

(1) General (6°| 0 ) 

(2) Rate for furniture and nttings used in hotels and boarding houses 

(9W 

3- Machinery and Plant — 

(1) General rate (7%) An extra allowance up to a maximum of 50 per 

cent, of the normal allowan-c will be allowed by the 1 T. O- 
where a concern claims such allowance on account of double or 
multiple shift working and satisfies the I. T. O. that the concern 
has actually worked double or multiple shifts This extra 
allowance will be proportionate to the number of days during 
double or multiple shifts are worked. 

For the purpose of granting this extra allowance the normal number 
of working days throughout the year will be taken as 300 and if, 
for example, a concern has worked double or multiple shifts for 
100 days, the etxra allowance will be l/3rd of 50 per cent of the 
which normal allowance for the whole year. 

This applies to all concerns whether the general rate or any special 
rate applies to them but it does not apply to an item of machinery 
or plant specially excepted by the letters "N E S. A " (meaning 
no extra shilt allowance) being shown against it. 

(2) Special rates to be applied, to tbc whole of the machinery and plant 

used in the following concerns — 

A — Flour mills, rice mills, bone mills, sugar works, distilleries, ice and 
factories, aerating gas factories, match lactones, tea factories, shoe 
and leather goods factories and coffee manufacturing concerns 

(9°lo)- 

In the case of flour mills and sugar works, replacements of rollers will 
be allowed as revenue expenditure. 

B — Paper and strawboard mills, shipbuilding and engineering works, 
iron and brass foundries, aluminium factories, electrical engineer- 
ing works, motor car repairing works, galvanising works, oil 
extraction factories, chemical works, soap and candle works, 
lime works, saw mills, tin and can making works, dyeing and 
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bleaching works, cement works, rod mills, brick making, tile 
making industry, vegetable ghee factories, wire ana nail 
making mills, iron and steel industry, and tanneries (10Xk 
C.— Rubber goods factories : General machinery and plant (12%) , 
Moulds (40° o but N* E- S A.) 
t> — Silk mills weaving machinery (12%). 

(J) Special rates to be applied to other machinery and plant — 

A —Electric supply undertakings (i) Electric plant, machinery and 
boilers il0%) and (n) Hydro-electric concerns (2"5% but N DS A.) 
13 -Taxtile maclnncry excluding silk manufacturing machinery — 

(a) Cotton woollen and worsted and carpet (lO^), Juic (excluding 
generating plant) and ginning and pressing machinery (9Xk 
C— Office machines such as typewriters, etc-, surgical instruments and 
building contractors' machinery (10& but N E. S A.) 

Sewing and knitting machines (15%) 

Motor taxis, motor lorries, motor buses and motor tractors 125°/,, but 
NE.S.A.) 

Railway sidings (7% but N. E. S. A.) 



APPENDIX'S. 


EXTRACTS’ FR0A1 FINANCE ACTS. 

Finance Act 1947, 

Rates of Income-tax 

A — In the case of every individual, Hindu undivided family, unregist- 
ered firm and other association of persons not being a case to which paragraph 
B of this Part applies — 

Rate 

1. On the first Rs. 1,500 of total income .. . Nil. 

2. On the next Rs. 3 500 of total income .. . One anna in the 

rupee. 

3. On the next Rs. 5,000 of total income .. Two annas in 

the rupee. 

4. On the next Rs. 5,000 of total income „ Three and a half 

annas m the 

rupee. 

5. On the balance of total income ... Five annas in 

the rupee. 

Provided that — 

(i) no income-tax shall be payable on a total income which, before 
deduction of the allowance, if any, for earned income, does not exceed 
Rs. 2,500 , 

Vi*} The income-tax payable shall in no case exceed half the amount by 
which the total income (before deduction of the said allowance, if any, for 
earned income) exceed Rs. 2,500 , 

(in) the income tax payable on the total income as reduced by the allow- 
ance for earned income shall not exceed either— 

(a) a sum bearing to half the amount by which the total income 
(before deduction of the allowance for earned income) exceeds 
Rs. 2,500 the same proportion as such reduced total income 
bears to the unreduced total income, or 
fb) the income-tax payable on the income so reduced at the rates 
herein specified — 

whichever is less. 

B. — In the case of every company and local authority, and in every case 
in which under the provisions of the Indian Income tax Act, 1922, income-tax 
is to be charged at the maximum rate — 

Rate- 

On the whole of total income . .. Five annas w the 


Rates of Super-tax 


rupee. 


A. — In the case of every individual, Hindu undivided family, unregist- 
ered firm and other association of persons, not being a case to which any 
other paragraph of this Part applies— 

Rate, if income Rate, if income 


wholly earned. wholly Qnearned. 


Ntl, 


l. On the hrst Rs 25,000 of 
total income 


. Ntl. 
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2. 

On the next Rs. 5 000 of 

Two annas in the 

Three annas in 


total income. 

rupee. 

the rupee. 


3. 

Oa the next Rs. 5,000 of 

Two and a half 

Three and ; 

a half 


total income. 

r. annas in the rupee. 

annas in die 

rupee. 

4. 

On the next Rs. 10.C00 of 

Three annas tn 

Four annas 

in the 


total income. 

the rupee. 

rupee. 


5. 

On the next Rs. 10 000 of 

Four annas in the 

Five annas 

m the 


total income. 

rupee 

rupee. 


6. 

On the next Rs. 10 000 of 

Five annas in the 

Six annas in »he 


total income. 

rupee. 

rupee. 


7. 

On the next Rs 10,000 of 

Six annas in ihe 

Seven annas in the 


total income. 

rupee 

rupee. 


8. 

On the next Rs 15,000 of 

Sc\en annas in the 

Eight annas m 


total income. 

rupee. 

the rupee 


9 

On the next Rs l5000ot 

Eight annas m 

Nine annas t. 

n the 


total income. 

the rupee 

rupee. 


10 

On the next Rs. 15 CCO of 

Nine annas in the 

Ten annas i 

u the 


total income. 

rupee 

rupee. 


11 

On the next Rs. 15,000 of 

Ten annas m the 

Ten and a 

half 


total income. 

rupee. 

annas in 

the 

12. 

On the balance of total 

Ten and a half 

Ten and a 

half 


income. 

annas m the 

annans in 

the 


Oa the whole of total income 


rupee. rupee. 

B. — In the case of every local authority — 

Ra*e 

Two annas in the 
rupee. 

C. — In the case of an association of persons being a co-opcra‘ive society, 
other than the Samka*ta SaI.owners* Society in the Bombay Presidency, for the 
time being registered under the Cooperative Societies Act, 1912, or under an 
Act of a Provincial Legislature governing the registration of co-operative 
societies — 

Rate 

(1) On the f r<=t R*. 25.000 of total 

income. Nil, 

(2) On the balance of total income Two annas in the 

rupee. 

D. — In the case of every company — • 

Rate 

On the whole of total income. Two annas in the 

rupee. 

and in addition, m re«pect of that part of the total income (as rrfnced by the 
arroun* of dn idends payable a’ a fixed rate) which does not exceed the 
amount of dividends, not being dividends payable at a fixed rate, declared 
in Bri'tsh India in respect of the whole or part of the previous year for the 
a««essmen‘ for the year ending on the 31st day of March 1948, on the amount 
by which such par — 

Rate 

(a) exceeds 30 p«.r cent , but does not 
exceed 40 per cent., of the total 
income as so reduced 


(6) exceed 40 per cent, but docs not 
exceed 50 per cent., of the tota 1 
income as so reduced 


Three annas in the 
rupee. 


Five annas in the 
rupee. 
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mCOMF-TAX 


(c) exceeds 50 per cent of the total 
income as so reduced 

Provided that- 


Seven annas m the 
rupee. 


(t) no additional super tax shall be payable where such pan is 

or equal to, five per cent, on the capital of the company ; ^ man 

(u) where such part is more than five per cent on the capital of the com 
pany, the additional super tax payable shall be reduced by the amount of 
additional super-tax which would, but for the provisions of class filofth 
proviso, have been payable had such part been equal to five per cent on the 
capital of the company ; 

(in) the additional super-tax shall be payable only by a company in 
which the public are substantially interested within the meaning of the 
Explanation to sub-section (1) of section 23 A of the Indian Income tax Ad 
1922, or a subsidiary company of such a company where the whole of the 
share capital of such subsidiary company is held by the parent company or 
by the nominees thereof. 


Enplauattou . — For the purposes of this paragraph, — 

(a) the expression "capital of the company" shall be deemed to mean die 
paid up share capital at the beginning of the previous year for the assessment 
for the year ending on the 31st day of March 1948 (other than capital entitled 
to a dividend at a fixed rate) plus any reserves other than depreciation 
reserves and reserve for bad or doubtful debts at the same date as diminished 
by the amount on deposit on the same date with the Centra) Government 
under section 10 of the Indian Finance Act, 1942, or section 2 of the Excess 
Profit Tax Ordinance 1943 : 

(b) the expression dividend" shall be deemed to include any distribution 
included in that expression as defined m clause (6A) of section 2 of the Indian 
Income tax Act, 1922 and any such distribution made during the year ending 
on the dlst day of March 1948 shall be deemed to have been made m respect 
of the r hole or part of the previous year ; 

(c) where any portion of the profits and gains of a company is na. 
included in its total mcome by reason of such portion being exempt Item tax 

under any provision of the Indian Income Tax Act, 1922, the capital u ttw 
company, the total amount of dividends and the amount of dividends pay _ 
at a fixed rate shall c3ch be deemed to be proportion thereof tha e 
income of the company bears to its total profits and gains. 


Finance Act 1946. 


Rates of Income fax 

A. In the case .of every individual, Hindu undivided 

cred firm and other association of persons not being a case to w P 1 
llof this Part applies : — 

1. On the first Rs. 1,500 of total income-Nil , rupee-Ra’^ 

2 On the next Rs. 3,500 of total mcom-0n e aEna m .^LjRate) 

3 On the next Rs. 5,000 of total mcome-TVo annas i ft rop ^ 

4. On the next Rs. 5,000 of total income-Three and a ban 

rupee (Rate) „ moee. Pr°v«l el1 

5. On the balance of total income-Fivc annas in h V- 


that- 

(,) no income-tax •'hall be payable on 
deduction of the allowance, if any, 
exceed Rs, 2,000 ; 


a total income «hich> f ^j 
for earned income, 
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(n) the tnco^c-tzx payable shall in no ca i e exceed half the amount by 
which the total income (before dedamcn of the said allowance, if 
any, for earned income) exceeds Rs. 2,005 , 

(,n) the income-tax payable on the total income as reduced by the allow- 
ance for earned income ‘hall not exceed either- 

(a) a sum bearing to half the amonnt by which the total income (before 

deduction of the allowance for earned income) exceeds Rs. 2,050 
the same proportion «s such reduced to*al income bears to the enred 
need total income, ox 

(b) the mcomc<ax payable on the income so reduced at the rates spcci 
fied in this Schedule, 

whichever is less. 

B. In the case of every company and local authority, and m every case 
in illicit nnder the provisions cf the Indian Income-*ax Act 1922 income-tax 
is to l>e charged at the maximum rate— 

On tlic whole of total income _ .Five annas m the rupee. 


PART 11 


Rates of Super tar 


A. In the case of every individual, Hmdo ondivided family, unregrt* 
ered firm and other association of persons, being a case to which paragraph B 
ct paragraph C or paragraph D of tins Part apphes- 


1 . 

2 . 

3. 

4. 

5. 

6 . 

7. 

8 . 

9. 

10 . 

11 . 

12 . 


On the firs* Rs. 25,050 of total 
income 

On the next Rs. 10,000 of total 
income 

On the next Rs. 10,000 of total 
income 

On the next Rs. 15,000 of total 
income 

On the next Rs. 20,000 of total 
income 

On the next Rs. 30,000 of total 
income 

On the next Rs. 40,050 of total 
income 

On the next Rs. 55/100 cf total 
income 

On the next Rs. 50,005 of total 
income 

On the next Rs. 1,00/05 of total 
income 

On the next Rs. l,50/)00 of total 
income 

On the balance of total income 


Rale If Income 
wholly earned. 

Nil 


Two annas in the 


rupee 

Seven annas in the 
rupee 

Eight anna s in the 
rupee 

Nine annas m the 
rupee 

Nine and a Jralf 
annas in the rupee 
Ten annas in die 
rupee 

Ten and a half 
annas in the rupee 


Rate, If Income 
whotly unearned 
Nil 


Three annas in the 


rupee 

Five annas in the 


3 the 


rupee 

Seven annas 
rupee 

Elgin annas in the 
rupee 

Nine annas in the 
rupee 

Nine and a half 
annas in the rupee 

Ten annas in die 
rupee 

Ten and a half 
annas in the rupee 

Ten and a* jialf 
annas in the rupee 



